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“A Grand Job”... 


On Credit Information 


This letter came to Central Hanover recently from a vice- &&_ 
y a4 
president of a southern bank: 


“‘We are deeply indebted to you for the grand job you did 
for us in handling our recent inquiry on the___-__Comp any. 
Your letter, supplemented by your telephone call the other 
day, gives us a very complete story—one that has been of 
real value and help to us and to our customer. Thank you a 
lot for a very fine job.’ 


CENTRAL HANOVER 


BANK AND TRUST COMPANY 
NEW YORK 


Member Federal Deposit Insurance Corporation 


A Bank Is Known by the 4 WY Correspondents It Keeps 











iru sl Gv. yeeomeal - - anon a 


cS zy rate Hid Since Joe ator Not Ne a" Sia ‘ome 

















Guaranty Trust Company 


of New York 


Capital Funds, $373,000,000 


Through its complete banking and trust serv- 
ices this Company makes available to its 
customers every facility for domestic and 
foreign banking requirements, individual and 
corporate trust services, and the care and 
supervision of investment securities. 


140 Broadway Fifth Ave. at 44th St. Madison Ave. at 60th St. Rockefeller Plaza at 50th St. 
New York 15 New York 18 New York 21 New York 20 





a 


Aucust 1950 


London Paris Brussels 


Member Federal Deposit Insurance Corporation 








This is a comprehensive, up-to-date reporter on all phases of bankruptcy 
law and practice. Coverage includes: the Bankruptcy Act, with all amend- 
ments effected by the Chandler Act, rules for bankruptcy practice and 
procedure as established by general orders of the U. S. Supreme Court, 
forms as issued by the U. S. Supreme Court, and the like. Amendments, 
changes and additions to the law, general orders and forms are reported 
promptly. 

Known in addition as the swiftest, most complete reporter of new 
bankruptcy and debt readjustment decisions, this specialized publication 
keeps subscribers in continuing touch with the many new developments in 
this field. 
















iF it is ‘interstate carrier law''— interstate carrier law affecting transporta- 


tion by motor vehicles or water—it is reported fully, accurately, helpfully! 






Here is a veritable, living encyclopedia of working facts and data, statutes, 






regulations, rulings, court and administrative decisions, forms, reports, and 






instructions concerning the important federal regulation of motor carriers, 






water carriers, and freight forwarders. 










For, always and ever CCH's FEDERAL CARRIERS REPORTS swiftly, 


faithfully hurry to subscribers the latest twist and turn of events of pertinent 






interest and importance. 










The swift regular issues of CCH’'s widely-used LIQUOR CONTROL LAW 
REPORTS—FEDERAL span the whole workaday world of developments under 


the Federal Alcohol Administration Act, the Internal Revenue Code, and 







Tariff Act, as well as control and enforcement statutes, amendments and 






supplements—and other federal regulatory laws. 







Issue after issue speeds to subscribers the last word, the latest details 


on what's happening, law-wise, in this field—new and amendatory federal 






‘liquor’ statutes, regulations, rulings, court decisions and other new de- 






velopments. As a subscriber, you always know the what's what and why 






of all changes and new developments—aos they break. 







Write for complete details on these or any other fields of interest. 


COMMERCE CLEARING HoOuSsE, INC. 
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Cover Picture . . . A photograph for this 
month’s cover had already been selected to 
depict Freedom of the Press, the eighth in 
our series of Freedoms, when the newspapers 
carried the report of the dedication of the 
Colonial Printing Office at Williamsburg, 
Va., on July 25th. This seemed a much more 
appropriate subject for our theme, hence 
this print showing how impressions were 
pulled on an authentic English common 
press. The Office, set up in the eighth exhibi- 
tion building of 18th century crafts to be 
opened by Colonial Williamsburg, serves as 
a reminder that freedom of the press was 
one of the principal forces which drew the 
thirteen colonies together, and today consti- 
tutes one of the bedrocks of Democracy. 


Colonial Williamsburg photograph 
by Thomas L. Williams 


Entered as second-class matter February 6, 1939, at the post office at New York, N. Y., under the Act of 
March 3, 1879. Additional entry at Paterson, N. J., July 23, 1936. 
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CORRESPONDENCE 


Reply on Stockholder Agreements 


This is a reply to the observations of 
Edward Brancati at page 433 of the 
July issue wherein he discussed the first 
installment of our article on “Tax 
Aspects of Business Purchase Agree- 
ments” (June, p. 368). From his state- 
ment that “Specifically, I am not con- 
vinced that the state of New Jersey has 
a law peculiar to itself” we assume that 
he concluded that we felt that the New 
Jersey law, as exemplified by Schroeder 


| v. Zink, was different from the law of 


other states. This conclusion he may have 
derived from our statement that “While 
the decision discussed is only effective in 
New Jersey, nevertheless it may have sig- 
nificance in its possible impact upon the 
imposition of federal estate taxes and 
insofar as it indicates a trend.” Certainly 
the decisions of any state court have 
binding effect only in that state. We en- 
deavored to make it clear that the impli- 
cations of the Zink case might well ex- 
tend beyond New Jersey and into the 
federal estate tax field. 


From Mr. Brancati’s reference to the 
Hoffman and Mathews cases of the Tax 
Court it would appear that he is pri- 
marily interested in the question of 
whether or not the market value of the 
property in question is limited by the 
contract or option price. In the second 
installment of our article, which appear- 
ed in the July issue and therefore was 
not available to him, we discussed at 
length both these cases as well as a 
substantial number of other cases, some 
of which tend to place considerable em- 
phasis on the binding effect of the agree- 
ment of the parties with respect to the 
valuation question and others which, like 
the Zink, Hoffman and Mathews cases, 
tend to the contrary position. As appears 
from the later installments of our arti- 
cle, we are not entirely in agreement with 
Mr. Brancati in his position that “New 
Jersey is not toe far out of line” on the 
valuation question. The Federal cases in- 
dicate to us a general unwillingness of 
the courts to go behind the agreement of 
the parties to find the actual value of the 
property unless there is a close family 
relationship between the parties to the 
transfer, as there was in the Hoffman 
case, or unless, as in the Mathews case, 
the decedent could have disposed of the 
property at any time during his life 
without regard to the existence of the 
agreement. Whether the Zink case may 
cause a change or set a trend the other 
way we feel is at this date a matter for 
conjecture. 


George E. Ray, 
Ray and Hammonds 


Dallas, Texas 
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Bank and Trust Company 
ST. LOUIS 1 /§ MISSOURI 
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Hatement of Condition — June 30, 1950 6 

close 

THE RESOURCES consi 
ELE et TET EIEN ES $ 88,739,437.56 their 
United States Government Obligations, direct and abou 
guaranteed (incl. $27,774,362.17 pledged *) -.-..-.--.--- 105,571,040.08 — 
LASTEST ORI ON 50,127,719.59 that 
eee ND PUI NN ss oe i ccs enlieiclnieiiwen 117,546,7 33.09 Bu 
Stock in Federal Reserve Bank in St. Louis______--.-_---_---___- 600,000.00 perio 
Real Estate (Company’s Building) ---...-...-...--.--------------- 2,750,000.00 om 
ee IE EAS DE ee ner eee me A 11,803.18 ite 
Customers’ Liability on Acceptances and Letters of Credit___- 1,375,331.07 one 
at a ee 38,764.27 less { 
$366,760,828.84 less t 

: THE LIABILITIES ace 
ciel icra cvicdadsb shins cLaaincprd anna nivanetee nal $ 12,500,000.00 rag 
ite tls cnsnhsnnarniieniae SiiidaNineaaaiete danse 7,500,000.00 | 
ST eet ae 6,768,107.85 In 
Reserve for Interest, Taxes, etc...................------------------ 1,116,184.40 = 
Reserve for Dividend Declared -.....................--..-------- 250,000.00 siiies 
Bank’s Liability on Acceptances and Letters of Credit -....-..- 1,375,331.07 this 
I 32 a.  caccspnittinninanatendanabeuuniaiaaie 441,238.81 1,29 | 
Deposits, Secured: Equit 
| U. S. Treasury Tax and Un 
Loan Account ---__- $ 13,557,673.36 sharp 
Other PublicFunds 8,434,875.98 $ 21,992,549.32 a 
Other Deposits: saver 
Demand ____________- $257,480,189.87 come 
Savings... 56,055,991.71 — 
ME encintancnconinns 1,281,235.81 $314,817,417.39 $336,809,966.71 ae 
$366,760,828.84 down 

* All Securities pledged are to the U. S. Government or its Agents, State of No 
Missouri and the City of St. Louis, to secure deposit and fiduciary obligations. has b 
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EDITORIAL... 


Which Kind of Safety? 


STOCKS PROVE VALUE OVER EXTENDED PERIOD 


RACTICALLY everyone believes that cash and readil\ 
W cssclatehie highgrade bonds are far safer than stocks, 
that a savings account or government bonds or insurance 
policies give the maximum possible protection for savings. 
That is generally true—for certain times or for short periods. 

{ recent public poll by the Psychological Corporation dis- 
closes that two-thirds of the people interviewed in 130 cities 
consider government bonds to be the safest way of investing 
their savings. Over 137 prefer savings bank accounts and 
about the same percentage prefer life insurance. Real 
estate is the choice of less than 87, and only 2.3% 


that equities are the best protection. 


believe 


But an exhaustive study of stock investment. covering a 
period of a hundred years, shows the remarkable fact that 
the average stocks have proven more profitable than dollar 
obligations over any extended period of time. This seems 
almost incredible, until we note how the value of money 
has depreciated over the years. Today’s dollar buys much 
less than it did ten years ago. the 1940 dollar was worth 
less than its counterpart before World War 1, and even the 
1910 dollar had depreciated badly as compared to ien, 
twenty or even fifty years before. The pattern of deprecia- 
tion goes back as far as price records are available. 


In contrast, the record of common stocks (based on stock 
market averages) since 1858, assuming investment of $1,000 
each quarter during the several periods. shows that the 
average ratio of total value to total new money invested over 
this period is 2.80, with the high for any 20-yr. period being 
1.29 and the low 2.03, (See article in this issue “Record of 


Equity Investment,” for a detailed table.) 


Unquestionably, stock values and income have fluctuated 
sharply over a period of days and months. or even cycles 
of several years. But the fact remains that a systematic 
saver would, over any one of these twenty-year periods, 
come out with double to quadruple the number of dollars 
from regular investment in common stocks than he would 
have acquired by keeping his funds in cash or cash equi- 
valents. Just as the long-term trend of the dollar has been 
downward, so has that of equities been upward. 


Nor is this simply the result of reinvested earnings. Cash 
has been, over any long-term period, the most expensive 
respects the least safe, just 
as it is the most important in times of emergency or during 
the short-term periods of sub-normal financial markets. This 
emphasizes the merit of savings accounts which earn inter- 
est while they are still quickly available in time of need. and 
the same is true of government bonds, although they do 


form of saving and in some 
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not. like savings accounts, guarantee full payment at any 
time except maturity. 


The gyrations of stocks, over a few months or even a 
year or two, have often obscured the fact that they show 
a continuing long-term appreciation. The regular investor 
who puts the same amount in common stocks each month, 
quarter or year, finds that even the bad years have a com- 
pensating value in the long run, as he is able to buy more 
shares when prices are low, but only by systematic invest- 
ment of savings can this average usually be attained. And 
certainly the uninformed or speculative investor will fare 
poorly in contrast to the results from quality selections. 


The point is that each type of savings and investment has 
its place, and good results cannot be attained by haphazard 
or unskilled methods which rely on luck. That is why trust 
departments, which were so authorized buy equities for 
certain portions of many trust or investment management 
accounts, make continuing studies of financial conditions, 
industry trends and individual company records. 


One of the most interesting conclusions from the study 
of corporation stock prices and earnings over the past hun- 
dred years is that well-managed private enterprise has, on 
the long pull, given a greater measure of protection to the 
savers and investors of the nation than has the government. 
While the value of the government dollar has declined in 
power from one decade to the next, the corpo- 
‘risk securities” has continued to 


purchasing 
rate dollar invested 
appreciate. 





Values of Restricted and Unrestricted Trusts 
in Terms of 1926 Average Values 


10 he) 





0 
1926 1929 = 1932 1938 1947 


44 RESTRICTED TRUS 
69 UNRESTRICTED TR TRUSTS 
133 TOTAL TRUSTS 
NOTE: 1929 AVERAGES OF 42 RESTRICTED & 86 UNRE: TED 
1947 AVERAGES OF 43 RESTRICTED TRUSTS aes — 


Reproduced from Report by Trust Investment Study Committee, 
Trust Division, New York State Bankers Assn. 
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OPINIONS VOICED ON CONTROLS 


EW voices were raised against all- 
out economic controls as Congress 
examined the President’s proposals 
which many regarded as too modest for 
the emergency. But there were many 
differences over how the controls 
should be applied: standby, to be in- 
voked in the President’s discretion; au- 
tomatically invoked when the cost-of-liv- 
ing index reached a certain point, etc. 
In his mid-year economic report to 
Congress, Truman had written: 

The facts should warn us equally 
against easy indifference and _ sensa- 
tional alarm. This is not the time for 
business as usual. We are not now 
living under peaceful world condi- 
tions. But neither are we engaged in 
a general or widespread war. We are 
in a situation between these opposite 
extremes, and economic policy should 
be guided accordingly. It is urgent 
that we make some shifts in economic 
policy now. 


Baruch Urges Complete Control 


But the President had not asked for 
the complete controls suggested by Ber- 
nard Baruch who urged total economic 
mobilization and who saw defeat abroad 
and ruinous inflation at home unless 
wages and prices were controlled. ra- 
tioning instituted, and taxes raised to 
cover costs. Said Mr. Baruch before the 
Senate Banking and Currency Commit- 


tee: 

Under such stand-by law, with its 
due notice, the President would have 
the legal authority to roll back the 
price increases of recent weeks to 
levels prevailing before the emergency 
began. The knowledge that the Gov- 
ernment had this power might have 
prevented these price rises. 


That was one of the many reasons 
for my insistence over the years on 
the necessity for putting into law a 
full standby mobilization program — 
to be able to prevent the runaway 
price increases which a war emergency 
always brings. Now we have no alter- 
native but compulsory controls — or 
pay the piper of inflation... 


Mr. Baruch’s number one recommen- 
dation was: 


Organize America for all-out mobi- 
lization, with a general ceiling over 
the entire economy to prevent further 
inflation and an all-embracing system 
of priorities to strengthen our de- 
fenses and minimize dislocations. 


Taft Opposes 


Leading the opposition to the suggest- 
ed full controls, even on a_ standby 
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basis, was Senator Taft who said ex- 
perience showed that when such powers 
are granted they are used sparingly at 
first but inevitably one control leads to 
another. This, he said, would bring: 

. « » inevitable mistakes, black mar- 
kets, injustice to many individuals, 
and at times tyranny ... present con- 
ditions of alerted preparedness may 
last for 10 years and if we adopt now 
all-out economic control, it probably 
means an end to economic freedom in 
the U. S. during our lifetime, and 
perhaps forever. 

Senator Taft’s view was that the emer- 
gency could be handled by tightening 
bank credit, reviving consumer credit 
curbs, imposing pay-as-you-go taxation 
and limiting housing credit. 


Olds Asks Industry System 


Outside government, Irving S. Olds, 
chairman of the United States Steel 
Corp., was sharply critical of the De- 
fense Production Act on the grounds 
that drastic government controls over 
industry were not only unjustified but 
would also pave the way for conversion 
of the nation into a permanent socialistic 
state. Mr. Olds said: 

We believe the best system would be 

a voluntary system administered by 

the industry under sponsorship of 

some government agency as we had a 

few years back. We think the industry 

can do a prompter, more accurate and 
fairer job than any one else can do. 


The view of Commerce Secretary 
Charles Sawyer was that voluntary allo- 
cations of materials should be 
tried before mandatory orders are is- 
sued, but he believed mandatory control 
authority should be granted by Congress 


in case voluntary restrictions did not 


scarce 


work. 


Reserve Board Urges Controls 


Late last month The Federal Reserve 
Board warned both House and Senate 
Banking and Currency Committees that 
the President’s recommendation for 
mortgage and consumer-credit controls 
was “imperative” to avert “serious prob- 
lems of gray markets and _ spiralling 
prices.” The Board’s statement de- 
scribed restrictions on consumer and 
real estate credit as — 

... an essential part of the program 
for conserving resources for defense 


and protecting the economy against 
inflation . .. Even before the attack 


by the Communist North Koreans, on 
June 25, prices were rising and we 
were in a potentially inflationary sit. 
uation. Because of developments in 
the past few weeks, it is imperative 
that steps be taken to reduce or defer 
civilian demands and to lessen infla- 
tionary pressures. 

The Board held, however, that con. 
sumer credit regulations should be flex. 
ible. Restrictions on installment buying, 
for example, are not expected to be as 
rigid as during World War II. 


ABA Cautions Members 


By the end of last month, the Ameri- 
can Bankers Association had asked its 
members to guard against loans that 
Mean- 
while. according to George Mooney in 
the New York Times: 


might increase “panic buying.” 


Some bankers advocate adoption of 
voluntary restrictions on consumer 
credit by individual banks. These 
bankers also favor further tightening 
of loans on real estate; and the strict- 
est policing of business loans, barring 
credit where inventories are being 
accumulated, or where other inflation- 
ary factors are involved. 


Five-Point Program 


Back again on the subject of over-all 
controls, Stewart Alsop. in The Vew 
York Herald Tribune said: 


Any man must recognize 
that, bar a general war, the present 
level of defense spending will continue 
for years. No sensible man welcomes 
the prospect of an American economy 
saddled indefinitely with price controls 
and all the rest. And the majority 
view is that if certain anti-inflationary 
devices are used really toughly, even 
ruthlessly, all-out controls can still be 
avoided. 


sensible 


Observing that the measures suggest- 
ed might step on all sorts of politically 
important toes, Alsop listed: 

1. Much higher taxes. The $5 bil- 


lion tax rise demanded is only the 
first bite. 
2. Really 
control. 
3. Equally tough use of the alloca- 
tion and priority authority demanded 
by Truman. 


tough consumer credit 


4. Rewards where possible, penal- 
ties where necessary, to increase pro- 
ductive capacity, especially in such 
tight areas as steel. 

5. Ruthless use of government- 
owned agricultural commodities, from 
cotton to butter, to keep food prices 
in line. 
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Outstanding Bar Program 


Topics of current importance feature 
the program of the American Bar Asso- 
ciation’s Section of Real Property, Pro- 
bate and Trust Law, meeting in Wash- 
ington, D. C., on September 18-20 in 
connection with the association’s annual 
convention. Under the guidance of Sec- 
tion Chairman Walter L. Nossaman of 
Los Angeles, the following addresses 
have been scheduled for the sessions of 
the Probate and Trust Law Divisions: 


Depreciation and Depletion Reserves 
in Trust Accounting, by C. Alexander 
Capron, New York 

Use of Power of Appointment in Es- 
tate Planning, Prof. A. James Casner, 
Harvard Law School 


When and How to Take the Marital 
Deduction, Mark E. Lefever. Philadel- 
phia. 

How to Prosecute and Defend a Will 
Contest, by Thomas J. Welch, Kewanee, 
Til. 


In addition to other papers on various 
phases of real property law. including 
taxation, there will be comprehensive re- 
ports on significant decisions, legislation 
and literature relating to estates and 
trusts. 


A A A 


Trends in Retirement Plans 

A trend begun in 1945 toward in- 
creasing coverage of industrial retire- 
ment plans to include all employees, 
rather than merely salaried employies, 
has gained momentum over the last five 
years, according to a comprehensive 
study of pension plans published last 
month by the Pension Division of 
Bankers Trust Co. of New York. The 
study, a 120-page volume. includes the 
plans of approximately 250 companies. 
covering 3,000,000 employees. or about 
40 percent of all industrial employees 
currently enrolled in private retirement 
plans. For the first time the Bankers 
Trust study. published at intervals dur- 
ing the past five years. includes a sec- 
tion on retirement 
plans and charts the trend in this cate- 
gory of pension agreements. It 
covers employee unilateral plans re- 
cently adopted, as well as existing plans 
of this type. 


union negotiated 


also 


The study also shows that there is a 
trend toward employee contributory 
plans. In 1943, only 15 percent of the 
plans adopted were contributory. By 
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NEWS PARAGRAPHS... 


1949-50 nearly 65 percent of the plans 
adopted were in this category. Most of 
the amendments made to existing retire- 
ment plans during the past two-and-a- 
half vears to correct faults that devel- 
oped in operation and to adjust bene- 
fits and other features in 
current conditions. have been directed 


relation to 


toward the liberalization of the plans. 
The study points out. however, that a 
few plans have been made more re- 
strictive by recent amendments. 

The plans included in the study com- 
prise most of the new plans of large 
employers. as well as a number of plans 
of small employers. They are a repre- 
sentative group believed to be typical 
of the pattern of the nation’s privately 
administered industrial retirement plans. 
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Committees Named for Western 
Regional Trust Conference 


The 24th Annual Western Regional 
Trust Conference of the American Bank- 
ers Association. to be held at the Bilt- 
more Hotel in Los Angeles. California. 
from October 18 through 20. will have 
as its general chairman Frank H. 
Schmidt. president of the California 
Trust Co.. Los Angeles. The South- 
ern California Trust Officers Associa- 
tion and the Los Angeles Clearing 
House Association will be hosts for the 
Conference. Committee personnel were 
also announced, with the following, all 
of Los Angeles, serving as chairmen: 

Program: W. D. Baker, vice president 
and trust officer. The Farmers and 
Merchants National Bank. 

Entertainment: Eldridge H. Booth. 
Jr.. vice president and trust officer, Title 
Insurance and Trust Co. 

Finance: J. R. Johnson, vice presi- 
dent and trust officer, Bank of America 
N.T. & S.A. 

Hotel and Registration: Norman E. 
Mudge. vice president and trust officer. 
Citizens National Trust & Savings Bank. 

Publicity: Frank Humphrey. vice 
president, Security-First National Bank. 
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Virginia Trust Earnings 


Trust departments of state banks in 
Virginia grossed $629.797 last year. 
according to the report of the State 
Banking Division. 


Trust Council News 


The Chicago Life Insurance and Trust 
Council has elected as its president for 
the coming year Victor Cullin, who is 
vice president of Chicago Tiile & Trust 
Co. Joshua B. Glasser of Continental As- 
surance Co. was chosen vice president; 
William O. Heath, vice president of 
Harris Trust & Savings Bank, is the new 
treasurer: and Roland D. Hinkle, C.L.U., 
of equitable Life Assurance Soc., is sec- 
retary. 


Because of its success with a similar 
experiment last year, the Life Insurance 
and Trust Council of Atlanta again held 
a cocktail party, on August 11 at the 
Piedmont Driving Club, for members of 
the Lawyers’ Club of Atlanta. 


Boston Life Insurance and_ Trust 
Council recently sponsored an all-day 
seminar on pension plans, attended by 
over 400 delegates. Four well known 
leaders in this field participated. being 
A. J. Ostheimer, III, of Philadelphia; 
J. H. Shreiner, vice president of Towers, 
Perrin, Forster & Crosby, also of Phil- 
adelphia: John W. Clegg. Jr., trust offi- 
cer of Pennsylvania Company for Bank- 
ing and Trusts, likewise of the same 
city; and Herman V. Biegel, Washing- 
ton attorney. 
A aA A 


Second Quarter Profits 


Second quarter earnings for 1950 
were 46% above those of a year earlier, 
according to a Wall Street Journal sur- 
vey of 321 corporations. 

The Journal warns. however. that the 
showing may be fictitious if calculated 
on the basis of legislation President Tru- 
man has requested. retroactive for 1950. 
In the light of proposed excess profits 
taxes. it is pointed out that “what that 
could do to final showings, no one 


knows.” 
A & A&A 


Common Trust Funds 


Established 


City Bank Farmers Trust Co. and 
Guaranty Trust Co. of New York have 
established legal common trust funds, 
whose authorization has been previous- 
ly reported. The former, set up on July 
31. is in charge of Crosby T. Smith, 
trust officer, while the latter, started on 
August 1, is under the supervision of 
Jackson S. Hutto, trust officer. 

Marine Trust Co. of Buffalo placed 
its legal fund in operation July 3. 
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Record of Equity Investment |: 


FOR TRUST AND PENSION FUNDS 


HICH is the best way of investing 
funds in a pension plan? This 
study is not concerned with the actuar- 
ial problem of how rapidly pension pay- 
ments will be built up in estimating fu- 
ture changes in rate of payments. In 
determining which form of investment 
will result in maximum rate of growth 
consistent with a proper degree of safe- 
ty. three methods suggest themselves: 
1. High-grade fixed-income securities 
(at present estimate will yield 
about 244% per annum) 

2. A retirement annuity plan of type 
provided by leading life insurance 
companies 
Diversified high-grade 


stocks 


common 


uw 


To make a comparison of these three 
methods assume that a fixed amount is 
invested each year over a thirty-year 
period. In the case of Method 1, we 
assume that a fixed amount is invested 
annually at the rate of 24% per cent 
compounded annually. It is improbable 
that interest rates will not change over 
the next thirty years, so that actual re- 
sults will certainly vary to some extent 
from those calculated. Nevertheless this 
seems the fairest assumption for com- 
parative calculation. 

Method 2 results are calculated on 
the basis of information furnished by 
the Equitable Life Assurance Society 
and represent their present rates on re- 
tirement annuity policies. Slightly more 
favorable rates might be obtained by 
negotiation but for the purpose of this 
calculation the variation is not great. 
A marked change in the general level 
of interest rates would probably result 
in some change in retirement annuity 
policy rates. 

Method 3 assumes that a fixed amount 
is paid into the plan quarterly and in- 
vested in good quality common stocks 
and that dividends are reinvested. For 
this computation we have used the Axe- 
Houghton Index of industrial stock 
prices. Results will naturally vary be- 
cause of fluctuations in stock prices 
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although historical studies show that 
this variation is much less than might be 
expected. For this comparison we use 
two thirty-year periods, 1908-1938 and 
1918-1948. 

A fourth possibility, a combination of 
Methods 1 and 3 we shall examine later. 


Comparative Results 


The following table shows results 
under each plan over a period of thirty 
years assuming the payments amount to 
$100,000 per annum, if no withdrawals 
are made. 


Amount of Cash 
Invested 


Method 1 
Method 2 
Method 3 a 


gram of continuous investment. these 
shorter term disadvantages appear to be 


of little consequence. 
A Consistent Record 


In order to test the value of com. 
mon stocks for systematic investment 
as opposed to cash or insurance, we 
have computed what would have hap- 
pened over eight 20-year periods in the 
past beginning in 1858. 

We have assumed that $1,000 is in- 
vested each quarter and that all divi- 
dends received were reinvested. In the 


Value of Fund Ratio of Value 
at End of of Fund to 


30 Years Cash Invested 





$3,030,000 
3,000,000 
2.999.675 
b 3,000,825 


$ 4,500,000 1.50 
1,221,000 1.41 
10,331,075 3.44 
10,168,875 3.39 


a—covering period from 12/31/1908 to 12/31/1938. 
b—covering period from 12/31/1918 to 12/31/1948. 





In both the thirty-year periods ex- 
amined common stock investment pro- 
duced a final result more than twice as 
great as the first methods. This 
conclusion is so strongly favorable to 
common stocks that there can be little 
question that the investment of pension 
funds in common stocks should be em- 
ployed unless there are serious disad- 
vantages that are not revealed in these 
figures. 


two 


Let us examine the question further 
to determine if there is any serious 
weakness that might render the use of 
equities undesirable. The chief advan- 
tages of common stocks which produce 
a favorable long-term result are that, 
on the average, they afford a much 
higher income than high-grade fixed-in- 
come securities and afford some protec- 
tion against a rise in the general price 
level—an important factor in consider- 
ing any period longer than a few years. 
The chief disadvantage of common 
stocks is that, over periods of one io 
three years, they are subject to far wi- 
der fluctuations in price. But over long 
periods of time, particularly with a pro- 


course of 20 years $81,000 of new 
money would be invested ($4,000 each 
year plus an extra investment of $1.000 
at the very end of the period). 

For this study we used an_ index 
of industrial common stock prices from 
1883, the Axe-Houghton index, and 
over the period 1858-1883 a mixed rail 
and industrial average, the Clement- 
Burgess index. (It is better to use in- 
dustrial stocks in a plan of this sort, 
because they give better protection 
against a fall in the purchasing power 
of the dollar than but the 
number of reasonably active industrial 
stocks prior to 1883 was very limited). 
The table A shows the results obtained 


railroads. 


by this method. 

The last column is the most signifi- 
cant, showing how many dollars the in- 
vestor would have had for every dol- 
lar put in. This ratio is surprisingly 
consistent: six out of the eight periods 
give a final result of between $2.03 and 
$2.79 for each $1.00 originally invested. 

The period 1908-1928 produced un- 
usually favorable results because it end- 
ed in a year of extremely high prices. 
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In all periods except the last (1928-48) 
common stocks ended the period higher 
than they began. In the last period, they 
were 20 per cent lower than at the 
were very close io 


start, yet results 


average. 
Profits from Panics 


Severe panics matter little to the con- 
tinuous systematic investor in common 
stocks. Every one of the eight periods 
included at least one major panic and 
several depressions: 1873, 1884, 1893. 
1907, 1920-21 and 1929-32 saw major 
financial crisis accompanied or followed 
by extremely severe general business de- 
pressions. There were also serious gen- 
eral business and security price declines 
in 1864-65, 1876-77, 1895-96, 1903, 
1910, 1917, 1923-24 and 1937. At the 
worst the common stock investor got a 
little over $2 for every dollar he put in. 
By continuous investment, the investor 
actually profits from panics, because his 
fixed-number-of-dollars regular savings 
buys a greater number of shares at such 
times. 

Even the 1929-32 decline did not have 
a seriously unfavorable effect upon re- 
sults. This was by far the most severe 
decline in our history yet the two pe- 
riods which included this decline, 1918- 
1938 and 1928-1948, gave the system- 
atic common stock investor $2.03 and 
$2.54 for each dollar put in. The fol- 
lowing table shows the percentage loss 
in common stocks in important declines 
that have taken place during the last 
century: 


1929-32 decline 89.3 per cent 


1857-59 SS ” 
1872-73 42.7 
1876-77 36.4 
1881-84. 18.7 
1893 46.7 
1895-96 37.) 
1903 34.3 
1906-07 16.5 
1916-17 35.9 
1919-2] 47.3 
1937-38 sia 
1939.42 43.3 


Bettering the Averages 
Compare the growth of funds de- 
posited in a savings bank and bringing 
the same rate of return as is available 


that in all these cases industrial com- 
mon stocks would also have been good 
outright investments for a lump sum of 
money. With a single purchase the re- 
sult will be affected by the accident 
of whether prices at the time happen to 
be high or low, as well as the level at 
the end of the 20-year period. (Even 
where prices were relatively high at the 
beginning of the period and relatively 


Second, a plan once begun must be 
continued just as one would keep up 
payments on an insurance policy. Hap- 
hazard investment involves serious 
hazard investment involves risks. 
sumes that the stocks purchased are of 
average quality. Careful selection of 
securities ought to improve results over 
a period of years. But an attempt on 
the part of an unskillful investor to 








Table A 
Total Total Ratio Total 
New Money Dividends Total Total Value to Total 

Period Invested Invested Cost Value New Money 
1858-1878 $80,996 $114,649 $195,645 $208,004 2.57 
1868-1888 81,004 90,654 171,658 262,863 S20 
1878-1898 80,993 80,038 161,031 187,150 pe | 
1888-1908 80,949 74.418 155,367 210,479 2.60 
1898-1918 80,990 93,307 174,297 225,947 2.79 
1908-1928 81,015 87,896 168,911 347,474 4.29 
1918-1938 80.951 56,112 137,063 164,181 2.03 
1928-1948 80,976 73,901 154,877 205.713 2.54 
Average 2.80 





low at the end, as for example in the 
period 1887-1907, there was actually a 
The method of continuous 
practically eliminates the 


net gain.) 
investment 
element of chance. 

In this study we have not assumed 
any ability to select common. stocks; 
we have simply used an average of 
prices. Results of the most skillful in- 
vestment managers show that it is pos- 
sible to stocks which 
give better than average results, even 
without any attempt to reduce stock 
investment during unfavorable periods. 


select common 


Continuity vs. Speculation 

But the advantages from continuous 
systematic investment in common stocks 
cannot be obtained without adhering to 
certain rules and keeping in mind cer- 
tain difficulties and inherent limitations. 

First of all the investor must keep 
in mind that, although over a longer 
period of time his funds are almost 
certainly safer than in cash or cash 
equivalents, over a period of a few 
months or a few years they are certain 
to fluctuate in value. He must be neither 
elated by the advances nor alarmed by 
the declines. Actually the declines are 
advantageous in the long run because 
they make it possible to buy more 
shares for the same number of dollars. 





on such investments today: But if he becomes interested in the 
Largest common stock fund built up in these 20-year periods $347 474 
Smallest common stock fund built up in these 20-year periods $164,181 


$4,000 invested annually at current savings bank rates 


$ 99,594 





In all these periods except the last 
one. common stocks bought at the be- 
ginning and held till the close of the 
period would have shown a gain, so 
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movement of stock prices, he runs grave 
danger of being diverted from the safe 
course of long-term investment into the 
hazardous field of speculation. 


select better than average securities by 
himself is likely to result unfavorably. 
The best method of following a plan is 
either to distribute purchases over the 
stocks in some well known average of 
stock prices, or to use the selections of 
professional investment organizations. 
Trust companies in most centers have 
considerable experience as well as fa- 
cilities for pension investment and ad- 
ministration. For even the largest pen- 
sion fund, there are also definite ad- 
vantages in using mutual funds as a 
medium for investment. For the smaller 
pension funds, there is scarcely any 
choice other than mutual funds. The 
balanced type mutual fund appears to 
be the most suitable. 

Common stocks have some disad- 
vantages compared with investment in 
fixed-income securities over short pe- 
riods of time, one to three years, but 
over longer periods common stock in- 
vestment results far more favorably the 
longer the period, the greater their ad- 
vantage. In eight 20-year periods in 
which continuous common stock invest- 
ment was calculated the final result 
averaged better than $2.50 for each 
dollar of new money, and in the two 
30-year periods the final result aver- 
aged $3.41 for each dollar of new 
money invested. 

These results are far in excess of 
what could be expected from investment 
in fixed-income securities or insurance. 

Even the results obtained from aver- 
age common stocks might be improved 
moderately by careful selection such as 
would be obtained through the use of 
well-managed trusteed or mutual in- 
vestment funds. 
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HUMAN FACTORS... 
ee salt —P urpose of E shode iz lanning 


REGINALD C. SHORT 


Trust Officer, First Wisconsin Trust Company, Milwaukee, Wisconsin 


CCASIONAL review of our devel- 
Swan techniques is a necessity to 
determine their effectiveness in regard 
to: a. the cost of sales, b. relations with 
the public, c. soundness of plans, and 
d. permanence of our appointments. 


Training in Estate Planning has main- 
ly been along tax saving lines, presum- 
ably because this part of planning can 
most easily be taught in a short space 
of time, using standardized methods. It 
is natural that men so trained, and often 
with little or no actual trust experience, 
should use a tax approach in selling the 
need for planning, and should empha- 
size tax savings in the plan itself. It is 
easy for older men to fall into this 
same habit, because the owner of prop- 
erty is tax conscious and easily aroused 
to resentment and defensive action when 
apprised of the effect of successive State 
and Federal levies upon his estate. 


The alternative to the tax approach 
to Estate Planning and new business de- 
velopment is to stress the human factors 
involved in the descent of property. 
This method is less spectacular and re- 
quires more study, experience and 
thought, but is more likely to result in 
profitable, permanent business and to 
win the goodwill of our customers. 


The Universal Interest 


Cost of new business is directly 
affected by the ratios of: a. calls made 
to plans drawn, b. plans drawn to plans 
accepted, and c. appointments obtained 
to appointments in effect at the time 
of death. Even if you prefer to consider 
Estate Planning as a public service 
rather than a means of developing Trust 
business, these ratios are important. 


In an interview developing the need 
for a plan, a tax discussion may jolt 
the customer into acquiescence. It may 
fail, however, because his attorney has 
told him his jointly owned property ob- 
tains the maximum saving; because his 
accountant says the law will be changed; 
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because his estate is not large enough 
to be badly hurt by taxes; or because 
his life insurance counselor has ar- 
ranged his insurance to save the maxi- 
mum. 


The human problems constitute a 
more powerful argument for planning 
because they are universal, yet seldom 
considered. If you can start a man 
thinking about his wife’s mental con- 
dition in the months succeeding his 
death; her inexperience in managing a 
large investment fund and her probable 
choice of advisors; her possible inca- 
pacity; whether she, in turn, will leave 
a good will; what a rigid guardianship 
for children really means; whether chil- 
dren can manage funds at the age of 
21; and similar factors affecting his 
family’s future, he will be more likely 
to unbend and give you the information 
necessary for his plan. 


Cold as Cash 


If your plan stresses taxes and tax 
avoidance, and convinces the property 
owner of the necessity for remedial ac- 
tion, it may still not be consummated 
favorably to you. Not being convinced 
that you are offering family protection 
at low cost under an essential manage- 
ment, the prospect will begin thinking 
of other means to obtain the tax sav- 
ings. These may take the form of gifts, 
trusts with family trustees, life estates 
coupled with outright bequests, or al- 
tered insurance options. In this search 
for substitutes, he will often be aided 
by his other advisors or by a spouse 
suspicious of the unfamiliar bank-man- 
aged trust. If, on the other hand, you 
have carefully analyzed the possibilities 
of human failure and the hazards of an 
unforeseeable future, there can be no 
sensible substitution for flexible plans 
under the management of a Corporate 
Trustee. In my experience the best pri- 
mary approach is always the personal 
family needs; tax savings are used as 
a final closing argument or, if necessary, 


as an offset to an objection on fees, 
When your recommendations are ac- 
cepted and the documents appointing 
you are signed, what of tomorrow? The 
plan with heavy accent on taxes has es. 
tablished you as a competent tax ad- 
visor, but that is a cold and anonymous 
role which can be filled by many men 
of different persuasions. On the other 
hand, the plan which has awakened the 
customer to the real human _ problems 
and has erected protective safeguards 
for the objects of his affections has cre- 
ated a warm and friendly relationship, 
making it most difficult for a mere me- 
chanic to break the tie. Public relations 
are thus built on a more personal and 


lasting basis. 
A Weak Reed 


There is a heavy cash investment in 
solicited appointments, and lapses cost 
heavily. If such business is obtained by 
tax-saving motivations, it can more 
easily be taken away. A change in the 
tax law means hundreds of revisions. 
impossible to keep always current. The 
intricacies of tax law changes and the 
measures to reduce their impact are 
quickly forgotten. But if the tax savings 
were secondary to the human factors in 
your plan, these unchanging and unde- 
niable truths will be uppermost in your 
customer’s mind, and he will be more 
likely to call you on the tax change or 


wait for you to come to him. 

The fine services and safeguards that 
trust service offers meet family needs 
that never change. Practice in their pre: 
sentation, development of the proper 
philosophy and increasing complications 
in financial affairs will make them ever 
easier to sell. A change in the tax law, 
such as a levy on the life estate, will 
weaken the tax presentation, and further 
inroads may destroy it altogether. He 
who leans too heavily on the tax sav 
ing approach may thereby become vaul! 
custodian. Probably the finest test of am 
estate plan is for the planner to read 
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his finished work and ask _ himself, 


“Would I use this plan for my family?” 


A Show of Technicalities 


Even the most diehard idealist must 
admit that few men want plans until 
the desire is engendered in them by 
skillful presentation of the story. Furth- 
ermore, a man must be convinced of its 
desirability before the best of plans will 
be accepted. 

One of the most common reasons for 
rejection of a plan or its indefinite post- 
ponement is failure on the part of the 
prospect to understand a part of the 
plan or some corollary such as fees, 
method of operation or his wife’s rights. 
It is difficult for us to accept this reason 
because it reflects upon our skill, but 
experience has proved it to be an im- 
portant deterrent. If you doubt it, try 
to remember your first day in the Trust 
Department when your knowledge of 
a par with that 
of your present prospects. The concept 


the business was on 


of income and principal was flung at 
you. and for the first time you heard 
testamentary — trusts. 
living trusts, incapacity, accumulations, 
and a welter of other unfamiliar words.» 


of beneficiaries. 


Perhaps, like the writer. you thought 
you would never understand the langu- 
age. rules or practices of this strange 
world. Think of your 
must grapple with these unknown mat- 


prospect. who 
ters and try to understand them in the 
few short hours he is exposed to your 
teachings. Truly. they must seem cold, 
confusing and even repellent, yet he 
does not wish to seem dull or ignorant. 
Therefore, he gives a brave show of 
understanding and departs. to try to 
fill in the gaps by himself. When you 
seek the reason for his procrastination 
he will excuse himself on grounds such 
as a “busy season” or income tax. being 
loath to admit his confusion. Often he 
has interpreted some statement of yours 
ina manner quite different from your 
meaning, but may not tell you what the 
obstruction. is. 


Why Procrastination? 


A case in point was that of a retired 
businessman who fully approved plan 
as to protection, service and savings. He 


he said, “I like the plan, but I am not 
quite ready to turn all of my securities 
over to the Bank.” Immediately I offered 
as a substitute for the imaginary living 
trust, the testamentary trust actually 
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proposed in the plan, and in three weeks 
the business was in. 


These men are not dull, but they are 
dealing with strange things. It is well 
to keep in mind that people will not 
buy things they do not understand, or 
do not know the need for. When I was 
a young lad learning the business, I 
added to my plans everything I learned. 
The plans gradually became treatises. 
impressing the prospects no end, but at 
the same time, befuddling them into in- 
action. Eventually the light dawned, and 
ever since the plans have become simp- 
ler in language and stripped of every- 
thing that does not pertain to the actual 
case. If the property owner needs a 
demonstration of over-all knowledge, it 
is given to him verbally, so that he can 
quickly forget the content, without de- 
stroving the simple, direct character of 
the plan. In making a presentation, 
watch the prospect’s eyes for the telltale 
blankness. When it appears, go back, 
explain in different words, and when 
he has caught up, you can proceed. 


Gobbledygook 


Examples of confusing and. therefore. 
unsuccessful presentations can easily be 


found in great number. So let us analyze 
a prize example of gobbledygook which 


: > Securities Analysis Division 


We take pride in our ability to provide 
was invariably cordial, but took no ac- staff, facilities, vaults, quarters and equip- 
tion. A year after the plan was presented ment capable of handling estate and 
trust affairs of any size. 


TRUST DEPARTMENT 
Largest Trust Business in the West 


deferred completion of a plan four 
years. 


“Trust practice has demonstrated that 
smooth and economical administration is 
possible through employment of proper- 
ly coordinated measures, by adequate use 
of discretionary powers, and by making 
certain practical adjustments in the prop- 
erty held. 


“In analyzing these have 
brought into play those factors which ex- 
perience has demonstrated simplify and 
facilitate the eventual settlement of an 
estate and which assure maximum con- 
servation. 


estates, we 


“Successful estate planning depends on 
the right use of specific methods of dis- 
position, properly timed and controlled by 
carefully contrived documents. 


“With current uncertainties as to the 
future, all arrangements must be simple 
and direct, and they must provide the 
utmost flexibility.” 

The vocabulary is good, much too 
good. What would you have thought of 
it on your first day in the business? The 
purpose was to interest a man in plan- 
ning the future welfare and happiness 
of human beings, not legal entities. 
Where is anything said about the family 
or their personal futures? No, it is a 
treatise on estate planning, written by 
a trust man for trustmen. Also, the 
same thing is said several times, with- 


(Continued on page 525) 
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AMERICA'S BEST KNOWN BANKS 


66 BP YRANKLIN NATIONAL BANK?” the 
taxi driver said with possessive 


pride to the reporter. “Sure. It used to be 
about as big as a small family house, 
but, man, wait ‘til you see her now.” 


The country bank at Franklin Square, 
Long Island, has expanded so many 
times in the past 16 years that even its 
neighbors who have a sense of personal 
association lost count long ago. In 1926 
it started in an 18-foot, one-story, false- 
front frame building, with a $150 safe 
and some second hand tellers’ cages. 
Franklin Square was a cross-roads “out 
on the Island somewhere”—a small clus- 
ter of tiny stores, no town or village gov- 
ernment, no railroad, no industry. 


Almost everyone agreed that there 
never should have been a bank at all; 
and for eight weary years the bank’s rate 
of growth vouched for the conspicuous 
lack of enthusiasm of the neighborhood's 
2.500 residents. There were four em- 
ployees; three had nothing to do and the 
fourth could have conducted most of the 
business out of his change pocket. De- 
posits finally reached $400,000 and then 
started back down again. If a vote had 
been taken the bank at Franklin Square 
would certainly have been elected the 
bank most likely to fail. 


Then, in 1934, a 28-year-old man 
fresh from a cashier’s berth in a giant 
metropolitan bank, took over. Arthur T. 





Roth wanted to whip up some business 
- but why should anyone bank at a 
paint-peeling wide place in the road? — 
at a financial institution for which a staff 
conference could have been held in a re- 
volving door, if there had been a revolv- 
ing door. Once in a while Roth located a 
loan customer, but usually he could not 
handle the business because there wasn’t 
enough money in the bank. The situa- 
tion was tough, and Roth could have 
complained that all circumstances were 
against him, but his theory was that a 
mule can’t kick and pull at the same 
time. He did not have time to kick; he 
was too busy pulling. He decided that the 
way you get banking business is the 
same way you get other business. 


Door Bell Ringing 


Through sand dunes, high weeds and 
farms he trudged, ringing door bells, dis- 


playing his stock in trade, talking bank- 


ing; and the pleasant shock of having a 
banker call was so novel that presently 
people began to feel friendly toward this 
young fellow and his bank. The change 
was not instant but the bank figures 
started to show curves upward. 


Today, in a modern colonial design 
four-story and basement building, across 
the street from where the old one-story 
bank once stood, Roth heads a stream- 
lined bank that has 70,000 customers, 


whose two lobbies have traflic of 650,000 
people a vear, Its resources of over $50.. 
000.000 make it the largest independent 
bank in suburban Long Island, with two 
branches, and a record of the highest 
earnings of all banks in its class in the 
second Federal Reserve District. 


The village is still without town gov- 
ernment, railroad, or industry, but there 
is no peeling paint in Franklin Square 
these days. The two or three blocks of 
stores on wide Hempstead Turnpike all 
look newly polished, as if some busy 
Dutch housewife had just done scrub- 
bing them. People used to go away from 
Franklin Square to do their shopping; 
now they go /o that village to buy. And 
it did not just happen. 


Back in 1945 when the war's end was 
in sight and there were a few early mo- 
tions toward post-war work, Roth had a 
panorama photograph made of the then 
rather run-down store fronts. Next he 
engaged an architect to replan and 
sketch fresh new fronts with an eye to 
harmonious and inviting appearance. 
Then he called a meeting of all the busi- 
nessmen and showed them what their es- 
tablishments looked like — the unattrac- 
tive fronts they were presenting to the 
passers-by who, they hoped, would come 
in and become customers. But, he told 
them, their stores did not have to look 
that way: they could look like this — 


Below, the way Franklin Square looked before it had 
its face lifted. It was in a store such as one of these that 
the bank started. Left, Franklin National 
is today. 


Bank as it 
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and he flashed the redesigned village be- 
fore them. 

“To make our town look like this,” 
Roth told them, “will cost $500 for each 
15 feet of frontage. The bank will lend 
the money on a five year basis. Who will 
sign up?” Everybody did. 

There are some examples of fine banks 
that have kept up with or even out- 
stripped the economic development of 
their communities; rare is the bank that 
not only sets the pace but shows the way. 
Part of the explanation of Franklin Na- 
tional’s leadership undoubtedly lies in its 
conception of a motto: “The Future is 
Now,” and in its philosophy: “In bank- 
ing, only after you have given proven 
service can you expect business.” 

Willing to Try 

Back when FHA was new, untried and 
somewhat suspect, it was this philosophy 
that contributed in a large measure to 
the bank’s swift growth. Roth secured 
one of the first FHA charters and, not 
satisfied with merely suggesting that 
builders put up houses on the basis of 
Franklin National FHA financing, 
bought 800 lots. These he resold without 
profit to a builder. financed the building 
operation, and the bank at Franklin 
Square was in business in a big way. 

Today the bank handles an average of 
15 mortgages a day. A meeting room for 
builders and their customers is provided. 
A number of closing rooms are available 
with secretarial help for builders many 
of whom other And 
through stream-lining its systems, most 


have no offices. 
mortgages can be processed in 72 hours. 

Along with the post-war face-lifting 
job Roth initiated another “Future Is 
Now” plan: “The Purchase Club.” Dur- 
ing the closing days of the war, when 
consumer demands were unsatisfied the 
bank displayed in its lobby many of the 
things consumers could not get then but 
which would be available after the war. 
Purchase Club members opened accounts 
either at the bank or at the store from 
which they intended to buy. Six hundred 
residents signed up for $180,000 worth 
of post-war goods, and some 250 other 
banks took up the idea. 

The operation led naturally to the de- 
velopment of a continuing Buyer’s Ad- 
visory Service. Guided by national and 
local surveys that indicated more than 
80% of family banking to be done by 
women, the bank set up a sort of finan- 
cial department store. In the “family” 
lobby, adjacent to the regular lobby, 
goods that could be bought on bank 
credit are displayed and it is not un- 
usual to see anything literally from a 
kitchen sink to an airplane or automo- 


Aucust 1950 





President Arthur Roth, right, presents prizes to school boys and girls 
who won in an essay contest sponsored by the bank. 


bile beside the credit and thrift counters. 
The loan counter can be moved about to 
make room for displays, but is always 
convenient to them, and loan applicants 
are handled rapidly with credit some- 
times granted on the spot, often within 
24 hours. 


In its internal business operation, too, 
the bank is organized somewhat on retail 
store lines. Each of the eleven depart- 
ments is given a quota of business it is 
required to produce. Each must show a 
profit after it has been charged its pro 
rata share of the cost of doing business 

—rent, light, heat, personnel, overhead. 
The accounting system is such that man- 
agement can tell within 24 hours how 
any department stands. 

All the accepted methods for getting 
new business and servicing accounts are 
followed at Franklin Square. The bank 
has held forums, merchants’ 
forums. G. I. forums in what they call 
“grocery store economics’ — budgeting, 
savings, taxes, financing and operating a 
home. There is regular advertising, both 
direct mail and publications. But in ad- 
dition, all department heads continue 
the early practice of doorbell ringing — 
calling on prospective customers in their 
homes and talking about banking. 


women’s 


School Kids Given Facts 


From early January to April last year, 
850 school children from 6th, 7th and 
8th grades of local schools were guests 
of the bank for tours and discussions 
conducted by an attractive woman on the 
staff, on “What Banking Means To 
You,” and “Banking for People.” Hot 
chocolate and cookies were served along 
with simple explanations of the bank 
functions, necessity for thrift, loans for 
homes and business. It was the idea that 
in “directing the pattern for their eco- 
nomic thinking” the foundation would 
be laid for later rejection of false doc- 
trines. Parents of many of the children 
called at the bank to express their appre- 


ciation of the creative work that had 
been done. Not a few of the youngsters 
returned to open accounts in the special 
children’s department which is complete 
with low-countered teller’s window, 
mural of “The Penny Tree,” and pint- 
size furniture. 


There is a refreshing, human feeling 
in this mural-decorated bank, with music 
piped to all departments, plenty of light 
and wide open spaces. Perhaps no other 
bank in the country is open from 7 A.M. 
to midnight for community activities, in 
a specially designed, expandable room. 
Business men hold meetings there as do 
Boy and Girl Scouts, Red Cross, Salva- 
tion Army and other groups when fund 
raising drives are on. Meetings were held 
with building suppliers to discuss FHA 
regulations and Modernization loans. At 
the rear Roth opened a landscaped, ger- 
anium-bedecked summer Garden Bank 
and launched it with a beer and sand- 
wich party. Mothers could park their 
cars or perambulators while they trans- 
acted their banking business under an 
attractive pergola and their kids got lolli- 
pops and played in a sand pile (25,000 
lollipops a year). At Christmas time 
there are marionette shows, lollipops and 
a live Santa Claus; at Easter, jelly beans 
and chocolate covered bunnies. The bank 
is unofficial town hall, chamber of com- 
merce and community center, and on 
special occasions the 21-key carillion in 
its tower presents the residents with soft- 
toned recitals. 


Business Soars 


All this is good business. In 1933 total 
resources of the bank at Franklin Square 
amounted to $810,262.56; last year it 
was $44,784,184.01; and this year it 
shows $50,569,144.60. In the same pe- 
riod, capital surplus and undivided prof- 
its went from $123,437 to $3,118,014. 
In 1945 the bank had 29,600 accounts; 
this year it will go over 80,000. Mort- 
gage originations were $2° million. in 
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The 5-day Nassau County Industrial Exposition, with Roth at the helm, drew 
an attendance of 420,000. 


1945, $30 million this year. The bank 
was servicing $13.5 million in mortgages 
in 1945, will service $90 million in 1950. 
Personnel, however, has not increased at 
the same rate since use of modern me- 
chanized equipment has helped to raise 
efficiency to an estimated 90%: In 1945 
there were 78 employees, today there are 
174. Employees were paid an average of 
$1,670 in 1945, now average $3,200. 
But along with good business goes 
good community service, too. Some time 
ago when a hurricane hit Long Island, 
the wind was still blowing when Frank- 


lin National ran this advertisement: 

“Notice! The 3,000 Long Island families 
who have their mortgages with us are in- 
sured, with very few exceptions, against 
hurricane losses. Money is available to 
home owners who have to make property 
repairs as a result of the hurricane. FHA 
terms. Up to three years to pay. We have 
available contractors and suppliers for im- 
mediate work.” 


Planting Prosperity 

With such a large stake in the com- 
munity Roth is constantly on the alert to 
safeguard that stake. Not long ago, with 
shrewd foresight, the bank officers’ dis- 
cussions turned on taxes, long-term mort- 
gage holdings, possible declines in em- 
ployment and what could be done to in- 
sure the bank’s position. There had been 
phenomenal growth in Nassau County; 
60,000 new homes had gone up since VJ 
Day, and research showed, for example, 
that while the average family had 1.6 
children and paid $60 a year in school 
taxes, the school cost per family was 
$480 a year. It was not hard to see that 
this way lay bankruptcy. 

The bank got busy to meet the prob- 
lem. Obviously new industry had to be 
attracted to the area, but first the resi- 
dents had to be sold on that idea. So 
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Roth became president of the Long Is- 
land Association and the campaign was 
on. One bank officer alone made 37 
speeches in 7 months to PTA groups, 
business associations, service clubs and 
women’s clubs throughout the area, out- 
lining problem and solution. Residents 
were generally against bringing new in- 
dustries in —- nuisance, smoke, etc. — 
but they were shown that already there 
were some 700 companies in the county 
and that a single one of them was paying 
$1,200,000 in taxes while it used vir- 
tually none of the tax-supported services. 


A campaign was carried on to show 
outside companies the desirability of lo- 
cating in the county from the point of 
view of ground cost, labor supply, prox- 
imity to transportation. And to top off 
one phase of the effort, last October the 
Association staged a 5-day “Nassau In- 
dustrial Exposition” at Roosevelt (air) 
Field. The products of 216 companies 
were exhibited. Schools and colleges put 
on a pageant of the county’s progress. 
A replica of the Spirit of St. Louis took 
off from the same spot from which Lind- 
bergh flew in 1927. There was a Recrea- 
tion Day, A Homeland Day, an Industry 
Day and a Nassau County Day — all ex- 
tolling the desirable features of the coun- 
ty. In a county with a population of 
640,000 more than 420,000 visited the 
exposition. 

Eleven new companies have been 
brought to the county so far, and in 
June this year The Nassau Daily Re- 
view-Star, leading newspaper, presented 
Mr. Roth with The Distinguished Ser- 
vice Award for 1949. 


Kills Undesirable Proposal 


The bank has been equally alert in the 
national scene. One of the bank’s officers 


on a trip to Washington in March, this 
year, learned of the implications of “Re. 
organization Plan No. 1” under which 
the functions and authority of the Comp. 
troller of the Currency would have been 
transferred to the Secretary of the Treas. 
ury. Believing this to be an unhealthy 
move that might inject politics into the 
office of the Comptroller, Roth studied 
the problem at the Capitol, returned to 
Franklin Square and late in March sent 
7,000 explanatory memoranda and more 
than 600 telegrams to bankers, senators, 
and influential persons throughout the 
country urging their opposition to the 
proposal. As a result senators were del- 
uged with letters and wires from all over 
the country, and many bankers were on 
hand at the April hearings to oppose the 
action. The plan was beaten. Sheaves of 
letters and telegrams flowed into the 
Franklin National Bank congratulating 
Roth on having detected the danger and 
on defeating the proposal. 


Known To Millions 


So, the little bank that was racing to 
oblivion is a big, important bank now, 
well-known throughout the land. Mil- 
lions have learned of it through two to 
six page articles in such publications as 
Newsweek—“The Franklin Square Na- 
tional Bank was vitalized by old fash- 
ioned enterprise”: Tide- . constant- 
ly campaigning for community improve. 
ment”; Reader’s Digest—*. . . renders a 
dozen unique services”; Nation’s Busi- 
ness—". . . surprising results for all con- 
cerned”: Today's Business—‘Here’s a 
really model bank”; Parade—‘The pres- 
ident is responsible for tripling the 
bank’s business . . .”; Collier’s—“. . . 
put in some startling innovations”; For- 
tune—“The country’s first financial de- 
partment store employs a door-to-door 
sales force *: Pageant—“At the 
Franklin National Bank you'll run into 
more friends than any other place on the 
Island”; Woman’s Home Companion— 
*. . . installed a department just for the 
youngsters—our citizens of tomorrow”; 
Today’s Woman—. . . one of the most 
progressive banks in the country.” 
Numerous business journals and news- 
papers, national and local have sung its 
praises. In the past 12 months this bank 
has received more than 500,000 lines of 
unpaid-for publicity. 

And on the record it is small wonder 
that a local builder speaks of the bank 
as a “brilliant institution,” that people 
drive 70 miles to bank there, or that 
Nassovian business men, home owners, 
housewives and children have stars in 


their eyes over the Franklin National 
Bank. 
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Dallas Bank Schedules 


Women’s Forum Series 


Starting October 3, the Republic Na- 
tional Bank, Dallas, Tex., will hold a 
series of five finance forums, covering 
simplified, practical instruction for wo- 
men who own or expect to own prop- 
erty, or who have or expect to have 
funds to manage, according to president 
Fred F. Florence. 

Each Tuesday for the five weeks, a 
meeting will be held in the morning 
at 10 primarily for home managers, and 
in the evening at 7:30 for business and 
professional women. The first meeting 
will be addressed by Miss Mabel 
Thompson, assistant secretary and di- 
rector of the service department, Union 
Dime Savings Bank, New York, on 
“Personal Finances.” The meeting on 
October 10th will be on “Life Insur- 
ance.” by A. R. Jaqua, director of the 
Institute of Insurance Marketing, 
Southern Methodist University. Earl B. 
Schwulst, president of the Bowery Sav- 
ings Bank, New York, will address the 
third meeting on October 17th, on “In- 
vestment Securities.” Miles Colean, Con- 
sultant of the Twentieth Century Fund, 
will speak on “Income Producing Mort- 
gages.” at the October 24th meeting. 
The final meeting on October 31, will 
feature J. Paul Jackson, Dallas attorney, 
who will speak on “Wills and Trusts.” 

A similar forum for men is being con- 
sidered for next Spring. 


A A A 


Yakima Bank Holds Forum 


The National Bank of Commerce, 
Yakima, Wash.. recently held a 
cial estate and trust forum. To answer 
questions raised by constantly changing 
economic conditions, four trust officers 
from the bank’s Seattle office were jres- 
ent to conduct the meeting. 


spe- 


A AA 
New Trust School 


A Trust School has been added to 
the tenth Virginia Bankers Conference 
scheduled for September 5-9 at the 
University of Virginia. Jesse M. Bar- 
rett, vice chairman of the V.B.A. Trust 
Committee and trust officer of The 
Colonial-American National Bank of 
Roanoke, who has been placed in 
charge of the school, plans a two-year 
curriculum, with courses on trust funda- 
mentals to be given at the 1950 Con- 
ference and more intensive instruction 
in trust operations penciled in for the 
following semester. 
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Attention Arresters In 
Recent Trust Promotions 


A highly personalized trust promo- 
tion used by the State-Planters Bank 
and Trust Co., Richmond, Va., was an 
envelope stuffer in the form of a repro- 
duced hand-written letter from a man 
to his wife, entitled, “To Mary With 
Love.” The letter refers to the writer’s 
will and speaks in simple terms of the 
comfort and sense of security he enjoys 
from the knowledge that the close co- 
operation of the bank in handling his 
financial affairs would provide for his 
dependents during the remainder of 
their lives. 


With the cut below the Florida Bank 


at Orlando, Fla., ran copy: “To one 


recipe tor a 
homemade 


will 





part of ignorance, add two parts of mis- 
information. Blend with three illegal 
bequests and cook slowly in rapidly 
changing times. Follow this recipe care- 
fully and your heirs will be fortunate 
to receive even a part of your estate as 
you intended.” The advertisement con- 
tinues, “Of course you wouldn’t make a 
will that way,” and goes on to advise 
use of experienced services. 

“Your Farm... Your Family .. . 
Their Future Is in Your Hands,” is the 
title of a new booklet being distributed 
by the First National Bank and 
Trust Co., of Lexington, Ky., in which 
a novel kind of service is offered to the 
farm owner. The 6 x 9 inch, 16-page 
self-cover booklet printed in deep grey 
with cheerful yellow margins advises 
the reader that the farmer must not 
only “provide for the individual needs 
of his family, but he must decide what 
is best to do about his farm.” 

The service offered provides for the 
gathering of data on the farm during 
the life of the farmer, and agreement on 
the broad principles that are to be fol- 
lowed, as well as costs. The costs are 
not to occur until the bank actually 
takes over after the farmer’s death. In 


question and answer form the brochure 
explains that the bank has a highly 
skilled farm management, staff mem- 
bers of which will visit the farm fre- 
quently and thereby be enabled to pro- 
vide continuing advice. Big element 
with the farmer should be that during 
his life all the details and peculiarities 
of his farm, as well as his own wishes 
for its future, will be ironed out by 
himself and the bank farm staff. 


Newspapers have carried some com- 
pelling appeals for trust business during 
recent weeks. Here are some that are 
particularly noteworthy: 


“Are You Walking Blindfolded into 
the Future?” — Equitable Trust Co., 
Baltimore, Md. 


“The Favorite Nephew’s Schooling 
Was Forgotten.” — People’s First Na- 
tional Bank & Trust Co., Pittsburgh. 


“How Much of Your Estate Will Be 
Left for Your Family?” — The Hamil- 
ton National Bank, Chattanooga, 
Tenn. 


“When Our Trust Department Speaks 
of Safety.” — Third National Bank 
and Trust Co., Scranton, Pa. 


A AA 
PR School Adds Trust Course 


The third annual session of the New 
York State Bankers Association’s Bank- 
ers School of Public Relations, conduct- 
ed in cooperation with Syracuse Univer- 
sity, was held the week of July 24 with 
approximately 130 bankers in atten- 
dance. Earl S. MacNeill, vice president 
of Irving Trust Co. of New York, was 
added to the senior class faculty to teach 
trust business development. 


A AA 


Trust Business Promising 


In a roundup of “What’s Ahead in 
Trust Business,” Albert Journeay, vice- 
president, The Purse Co., quoted six 
authorities, in Burroughs Clearing. 
House, and came out with the conclu- 
sion that “The period ahead contains 
possibilities for growth fully as great 
as that experienced in recent years.” 

Of considerable interest to many was 
the observation of A. M. McNickle, vice 
president in charge of the Estate Plan- 
ning Department of the Fidelity Trust 
Co., Pittsburgh, that, “Records of the 
Internal Revenue Department . . . indi- 
cate that the biggest market for the 
development of trust business is in the 
$100,000 to $500,000 classification, for 
this group of estates is greater in num- 
ber today than at any time.” 
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US C state yy era on 
ESTATES OF NONRESIDENT ALIENS 


FRANZ MARTIN JOSEPH 


Senior Partner of Joseph and Rodman, Attorneys and Counsellors-at-Law, New York, N. Y. 


NONRESIDENT alien decedent 

for purposes of the United States 
estate tax* is a person not a citizen 
of the United States, who at the time 
of his death had his domicile outside 
the United States. A person acquires a 
domicile in a place by living there for 
even a brief period of time with no 
definite present intention of later remov- 
ing therefrom. Residence without the 
intention of remaining indefinitely is 
not sufficient to constitute domicile.’ A 
domicile once established is not given up 
until a new domicile has actually been 
established.” 


Since the determination of domicile 
is a question of fact, the courts examine 
the conduct of a decedent and all other 
relevant circumstances in determining 
his domicile. The declarations of a de- 
cedent, although given some weight, are 
not conclusive in establishing his true 
intentions. Thus, even where the dece- 
dents had made sworn statements to 
various United States Government 
agencies to the effect that they consid- 
ered the United States their permanent 
home, the statements were disregarded 
by the courts and the decedents held to 
be domiciled outside the United States.* 
In the case of persons not capable of 
acquiring a domicile, certain principles 
and presumptions of law prevail. For 
example, the domicile of a minor is 
deemed to be that of his parents. 


The Gross Estate 


The gross estate of a nonresident alien 
includes as a rule only those property 
interests of the decedent which have a 


This article is based upon a paper presented at 
the London Conference of the International Bar 
Association, July, 1950. 


*The tax on estates of non-residents is imposed 
under Sections 860 through 864 of the Internal 
Revenue Code. No further citation of these sections 
will be made to support any statements in the text. 


1U. S. Treas. Reg. 105, Sec. 81.5 (1942); William- 
son v. Osenton, 232 U. S. 619 (1914). 

2Cooper v. Reynolds, 24 F. (2d) 150 (D. C. Wyo., 
1927). 

°’Frederick Rodiek, Ancillary Executor, 33 B.T.A. 
1020 (1936); Estate of J. Bloch-Sulzberger, 6 
.T.C.M. 1201 (1947). 
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situs within the United States. When- 
ever the term “United States” is used 
in a geographical sense in connection 
with the estate tax law, it covers the 
48 States, the District of Columbia and 
the territories of Alaska and Hawaii. If 
property is situated in the United States, 
it is to be included in the estate of a 
nonresident alien generally under the 
same rules which apply to the estates 
of citizens and residents of the United 
States. All property of every kind situ- 
ated in the United States of which the 
decedent was the beneficial owner at the 
time of his death forms a part of his 
gross estate. 

In the case of nonresident aliens. as- 
sets are often held nominally in the 
names of one person but for the benefit 
of another. If property was beneficially 
owned by the decedent but held in the 
name of another person, it must be in- 
cluded in the gross estate. If, however. 
the decedent held property in his name 
but for the sole benefit of others, such 
property is not a part of his estate. In 
a recent case, shares in an American 
corporation were registered in the name 
of the decedent, a citizen and resident 
of Great Britain. Prior to his death, 
the British Government had pledged the 
securities as collateral for a loan which 
it had received from the Reconstruction 
Finance Corporation. Since the British 
Government under its war powers could 
have sold these securities without the 
the owner, the Court of 
Claims came to the conclusion that the 
decedent was not the beneficial owner 
of the securities at the time of his death.* 


consent of 


Frequently, a problem arises in at- 
tempting to fit a foreign legal entity or 
concept the framework of the 
American law. The estate tax law ap- 
plies the rule that partnership assets are 
included in the gross estate of a de- 
ceased partner to the extent of his part- 
nership interest. On the other hand, as- 
sets of corporations or other legal en- 


*Bickford-Smith v. U. S., 80 F. Supp. 660 (Ct. 
Cl., 1948). 


into 





tities do not form part of the estate of 
a deceased shareholder in such entities, 
Faced with a French 
mandite simple which does not end upon 
the death of a “commanditaire.” the 
Treasury has ruled that such a societe 
is a true, separate legal entity. The 
United States assets owned by such an 


societe en com- 


entity are therefore not taxable as part 
of the estate of its alien 


members.” If, however. the shares issued 


nonresident 


by such entities and owned by the de- 
cedent are located in the United States, 
they are included in the gross estate. 


often at- 
tempted to escape United States estate 
taxation by forming a foreign holding 
company, such as a Panama corpora- 


Nonresident aliens have 


tion, and having it hold securities in 
its name in a bank in the United States. 
Such an have sur- 
prising tax consequences. If the secur- 
ities are held in the name of the hold- 
ing company but for the benefit and at 
the risk of the nonresident alien, they 
undoubtedly form a part of his gross 


arrangement may 


estate. Even if the securities are treated 
as the property of the holding company, 
the Commissioner might argue that the 
company exist- 
ence and that it was nothing more than 
a second pocketbook of the decedent. 
The Commissioner might then attempt 
to pierce the corporate veil and include 


had no real business 


the securities in the nonresident alien’s 
gross estate. On the other hand, it is 
that condi- 
tions, the income from such securities 


conceivable under certain 
would be subject not only to the usual 
income tax, but to an additional per- 
sonal holding company tax in an 
amount ranging from 75% to 85% of 


the undistributed corporate income. 
Joint Property 


That part of a decedent’s property 
which under the applicable community 
property law belongs to the surviving 
spouse is excluded from the gross estate. 


"G.C.M. 18718, 1937-2 Cum. BuLL. 476. 
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In applying this rule, the American law 
gives effect to a variety of foreign com- 
munity property law arrangements. It 
should be noted, however, that property 
held by joint tenancy or by tenancy by 
the entirety, with right of survivorship, 
can be excluded from the gross estate 
only to the extent to which the estate’s 
representative proves that the property 
belonged originally to the survivor and 
was never received by him from the 
decedent for less than an adequate and 
full consideration in money or money’s 
worth. 

An interesting case pointing up the 
interplay between the general rule appli- 
cable to community property and the 
specific statutory provisions covering 
property held in joint tenancy is Estate 
of Paul M. Vandenhoeck, 4 T.C. 125 
(1944). In that case a Brazilian citizen 
domiciled in France owned shares of 
stock located in the United States which 
were registered in his name and that 
of his wife, as joint tenants. The Com- 
missioner conceded that as to other 
property owned by the decedent which 
was held in his name alone, only 50‘ 
was includible in his gross estate be- 
cause of the community property inter- 
est of the wife under French law. He 
insisted, however, that the jointly held 
stock should be included in the dece- 
dent's gross estate in its entirety in 
view of Sec. 8ll(e)(1) of the Internal 
Revenue Code. The Tax Court disposed 
of this argument by determining that 
the jointly held stock had been pur- 
chased with community property funds 
and for that reason only 50° of it was 


includible in the decedent's gross estate. 


Like the gross estate of a citizen or 
resident of the United States, the gross 
includes 
not only property interests which were 


estate of a nonresident alien 
beneficially owned by the decedent at 
his death but also certain other prop- 
erty interests which for various reasons 
Congress has seen fit to attribute to his 
estate. In this group belong the trans- 
fers made by the decedent during his 
lifetime in trust or otherwise. as de- 
scribed in Sec. 8ll(c). (d) and (f) of 
the Code. In connection with the trans- 
fers in contemplation of death, Reg. 105, 
Sec. 81.16 states that a transfer is 
prompted by the thought of death if 
it is made for the purpose of avoiding 
the estate tax, or as a substitute for the 
testamentary disposition of the prop- 
erty, or for any other motive associated 
with death. It has been held in a number 
of cases that even persons far advanced 
in years are capable of making trans- 


Aucust 1950 


fers motivated by purposes associated 
with life rather than with death.® With 
reference to the estates of nonresident 
aliens, the wish to avoid confiscation by 
foreign governments or the effect of 
foreign currency restrictions would 
probably be considered a purpose asso- 
ciated with life. 


Determination of Situs 


Since property of a nonresident alien 
is to be included in his gross estate only 
if it is situated within the United States, 
the question of the situs of property is 
of major importance in dealing with 


*U. S. v. Wells, 283 U. S. 102 (1901); Estate of 
A. F. Stitt, 7 T.C.M. 920 (1948). 


nonresident alien estates. Little difficulty 
is experienced in the case of real estate 
and tangible personal property, Such 
assets are within the United States if 
physically situated therein. 


It is in connection with the determina- 
tion of the situs of intangible personal 
property that interesting problems arise. 
The Treasury Regulations state that the 
written evidence of intangible personal 
property which is treated as being the 
property itself has a United States situs 
only if such evidence is physically with- 
in the United. States. A bond for the 
payment of money is therefore not situ- 
ated within the United States unless 
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problem facing trustees — that meeting their re- 


sponsibilities to donor, remainder-man and benefici- 


aries becomes increasingly difficult in the light of 
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physically located therein.’ Intangible 
personal property the written evidence 
of which is not treated as being the 
property itself constitutes property with- 
in the United States if consisting of a 


*Herman A. Holsten, Ancillary Executor, 35 


B.T.A. 568 (1937). 
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property right issuing from or enforce- 
able against a resident of the United 
States or an American corporation.® 
Stock in an American corporation is 
deemed property within the United 
States even if the stock certificates are 
held outside the United States.” 

In the case of shares in foreign cor- 
porations owned by a nonresident alien 
decedent and physically held within the 
United States, it has been argued that 
the situs of such securities follows the 
domicile of the owner in accordance 
with the principle “mobilia sequuntur 
personam.” The United States Supreme 
Court held, however, that shares in 
foreign corporations have a situs with- 
in the United States if they are physi- 
cally within the country at the time of 
death.” Jurisdiction of the United 
States to tax such assets was based upon 
the protection afforded by the United 
States to securities physically located 
within its territory. 

In another interesting case a nonresi- 
dent alien was the life beneficiary of a 
foreign trust and had, in addition, a 
general testamentary power of appoint- 
ment over a one-eighth share of the 
trust. Part of the assets of the foreign 
trust consisted of stock in American 
corporations. It was argued that the 
power of appointment did not give the 
decedent control over specific trust 
property but merely enabled him to 
confer upon his appointee a right “in 


personam” against the foreign trustee. 


SReg. 105, Sec. 81.50. 
*Reg. 105, Sec. 81.50. 
‘Burnet v. Brooks, 288 U. S. 378 (1933). 
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The court, however, attached no weight 
to this argument. It included one-eighth 
of the value of the American shares in 
the estate of the deceased owner of the 


power of appointment." 


Notwithstanding the fact that prop- 
erty may be physically present in the 
United States at the time of death, it 
will not be held to be “situated in the 
United States” if it was merely “in 
transit” through the country. It was 
even held in the case of a Canadian citi- 
zen not a resident of the United States, 
who died on a vacation in Florida, that 
her stay in the United States was merely 
a temporary sojourn and that, therefore, 
her jewelry and personal effects which 
were located in Florida at the time of 
her death did not have 
the United States.'- 


a situs within 


As a general rule, the situs of prop- 
erty at the time of death is determinative 
of the question whether it is includible 
in the gross estate of a nonresident alien. 
If the during his 
lifetime transferred property which is 
includible in his gross estate, such prop- 
erty is included in his gross estate if it 
was situated within the United States 
either at the time of the transfer or at 
the time of his death. It is apparent 
that this provision may occasion unex- 


decedent, however. 


pected consequences to nonresident alien 
estates. For example, if a nonresident 
alien made a transfer, in contemplation 


of death, of shares in foreign corpora- 


tions which were held abroad at the 
time of the transfer, but which at the 
time of his death were held in the 


United States, these securities may con- 
stitute a part of his gross estate al- 
though the decedent had no control 
whatsoever over them at the time of his 
death. 


Exceptions to Situs Rule 


For the purpose of aiding certain 
types of and for 
other similar reasons, Congress has ex- 


American business 
empted certain assets owned by nonresi- 
dent aliens, which would otherwise fall 
within the definition of “property situ- 
ated in the United States.” Within this 
class belong, under certain conditions, 
life insurance proceeds, bank accounts 
and United States government securi- 
ties. 

The amount receivable as insurance 
upon the life of a nonresident not a 
citizen of the United States is not deem- 
ed property within the United States. 





4Comm. v. Nevius, 76 F. (2d) 109 (C.A. 2d, 
1935). 

12Murchie v. Delaney, 177 F. (2d) 444 (C.A. Ist, 
1949). 
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The statute further exempts any moneys 
deposited with a bank by or for a non- 
resident alien who was not engaged in 
business in the United States at the time 
of his death. Deposits made with a 
business firm which was not ordinarily 
engaged in the banking business have 
been held includible in the gross estate 
even though such firm paid interest to 
the depositor.’* 

The courts have decided that moneys 
in so-called custodian accounts main- 
tained with United States banks are 
exempt.'! The courts have furthermore 
held that it is not necessary that the 
money be held in a bank account in the 
name of the decedent. If the deposits 
are maintained in the name of a United 
States resident but are held by such 
resident solely on behalf of a nonresi- 
dent alien, the deposits are entitled to 
the exemption even though the United 
States bank may have no knowledge of 
the true ownership of the account.'® 
However. if bank deposits are held in 
a trust established by a nonresident alien 
decedent, and if the trust can be revoked 
by the settlor only 
with the consent of the trustee, the bank 
excluded.'® 


nonresident alien 


account cannot be 

The third exemption from the ordi- 
nary rules of situs was granted by Con- 
gress in the case notes and 
certificates of indebtedness of the 
United States which were beneficially 
owned by a nonresident alien not en- 
gaged in business in the United States 
at the time of his death.'* In view of a 
Congressional statute withdrawing the 
income tax exemption from such bonds, 
if issued after March 1, 1941, the Com- 
missioner of Internal Revenue holds 
that this estate tax exemption applies 
only to United States bonds issued be- 
fore that date.'* The Court of Appeals 
for the Second Circuit has held, how- 


of bonds, 


“Engaged in Business” 


It will be noted that the exemption in 
the case of bank deposits and United 
States securities is granted only if the 
nonresident alien owner was “not en- 
gaged in business within the United 
States” at the time of his death. The 
term “being engaged in business in the 
United States” has not been clarified 
either by the Internal Revenue Code or 
by the Regulations. A number of cases. 
partly decided under an income tax sec- 
tion containing similar language, throw 
some light on the subject but there 
remains an area of uncertainty. 


A nonresident alien may be engaged 
in business in the United States if he 
is in the country only as a visitor or if 
he merely conducts business activities 
in the United States through agents. 
However. a nonresident alien, who was 
a large stockholder and director in an 
American corporation and who came 
periodically to the United States to at- 
tend directors’ was held not 
to be engaged in business in the United 
States.*° It is not clear from the statute 
whether dealings in securities and com- 
modities carried on through a United 
States broker will constitute being en- 
gaged in business. Section 211(b) Code. 
relating to income tax, specifically ex- 
cludes such activities from the definition 
of “being engaged in business in the 


meetings, 


(Continued on page 538) 


Turner v. McCuen, 9 A.F.T.R. 1664 (D.C. Vt. 
1930), not officially reported. 
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W hy 


HEN two brothers approached a 

mid-western banker with a request 
for a loan to help them start their own 
business, the banker who knew them 
well and favorably, said, “No, but—.” 
Today, the business they started with 
the banker’s help is, in his own words, 
“extremely successful.” 


Contrary to the misconceptions of 
many people, banking is a creative busi- 
ness, one of the most imaginative busi- 
nesses in America. It is the banker’s 
business to lend or invest money; he 
is not a mysterious type of misanthrope 
who likes to say “no” just to disappoint 
people. It requires no great perception 
to lend money on government bonds; 
but true banking calls for the exercise of 
resourcefulness, imagination 
and understanding. 


The brothers had a good idea. They 
were both agricultural chemicals sales- 
men; one had been an instructor in 
agricultural chemistry at a large state 
university; they knew the field well. But 
because of the shortage of raw materials 
at the time, their incomes were cut 
when the company for which they work- 
ed could not produce as much as they 
could sell. Being ambitious and ener- 
getic, they had moved about and ob- 
tained commitments for raw materials 
that would have put them in the busi- 
ness for themselves, and it was then 
that they approached the banker for a 
loan. 


courage, 


Capital Too Slender 


That being the way American busi- 
ness works, the banker was interested. 
But the brothers had only $25,000 be- 
tween them in cash and machinery. It 
seemed a fair-sized bit of money to 
them, but they realized they would need 
more; how much more they had not 
grasped until the banker helped them 
analyze their requirements. To see them 
through the ‘first year’s operation, dur- 
ing which time they would have io 
carry a large inventory while it was 
being aged, the banker showed them 
they would need $100,000. With this 
breakdown of hard fact before them, 
it was obvious that their capital was 
too slender. 


920 


ankers Say “Yes” 


AND SOMETIMES ‘‘NO”’ 
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BANKER’S BUSINESS IS TO LEND 
MONEY 


The banker, however, recognized that 
inherent in the proposal was an excel- 
lent opportunity for the bank as well 
as for the brothers. He undertook io 
help them find a way to get their busi- 
ness going. After a study of the situa- 
tion, the banker advised them to form 
a limited partnership, retaining control 
of management by raising another $25,- 
000 in capital. If they would do that, 
the banker agreed, they could then ex- 
pect the bank to lend them a like amount 
provided they had no other creditors. 

The brothers were able to raise the 
other $25,000 and operations began. 
The first six months resulted in a small 
loss, but in the following 12 months ihe 
loss was entirely recovered and the part- 
nership showed a slight surplus. After 
that, with bank help, operating costs 
were brought under control, the com- 
pany was incorporated, and the opera- 
tion reached the point which the banker 
described as “extremely successful.” 
The banker further observes, “They are 
now completing payment for the com- 
pany premises which were originally 
leased. The organization now has a 
substantial net worth”’—a highly re- 
warding transaction in which the bank- 
er having said “no” followed with the 
advice which when carried out turned 
the “no” to “yes,” and brought a new, 
successful organization into the busi- 
ness family. 

The creative modern banker will 
rarely turn down a request for a loan 
until he has exhausted every avenue of 


investigation. Often he can give sound 
advice that 
companies in so shaping their affairs 
that they become qualified for the loan 
which at first may have been refused, 


will help individuals or 


The banker, even when he does not feel 
justified in making a bank loan, can 
often point to other sources of capital; 
he can sometimes help find interested 
markets; and not infrequently he can 
point the way to available talent that 
will help solve problems which some. 
times the businessman does not even 
know exist. 

Three skilled mechanics for example, 
joined forces in the late 30’s and with 
their savings started a small machine 
shop. War days brought high prosperity 
and their volume reached a_ point at 
which a bank loan was desirable. The 
bank’s investigation disclosed that while 
they were excellent mechanics they were 
inept at financial controls. The bank’s 
auditor, reviewing the situation on the 
company premises, made the interesting 
discovery that while the concern had 
protected itself with various kinds of 
insurance covering ordinary hazards, it 
had entirely overlooked fidelity insur- 
ance. The management, in fact, had no 
knowledge that such insurance was avail- 
able. Upon the bank’s recommendation, 
a surety company placed a blanket fidel- 
ity bond and developed the fact that a 
recently employed Treasurer had previ- 
ously been sentenced for embezzlement. 
It was disclosed, also, that he had al- 
ready begun small pilferings from the 
had 
which produced favorable replies all 
turned out to be “phonies.” 


company. References he given 


Is Loan Good? 


No prospective borrower should ob- 
ject to proving to the banker that ihe 
loan is 1, good, 2, when it will -be paid. 
3, how it will be paid. Few loans will 
be refused if these three questions are 
answered satisfactorily, or if the bank: 
er can legitimately help the borrower 
meet these requirements. Competition 
in the banking field is as free as it is 
borrower 
has the privilege of discussing his needs 
with more than one bank; if he gets 


in other businesses and the 
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successive negative reactions to his re- 
quest, he may be satisfied that his 
proposition is unbankable. 


There have been many cases in which 
the interests of the hopeful borrower 
has been even better served than the 
interests of the bank as a result of a 
loan refusal. This case is typical: 


A young man in a southern state 
went to the local bank with a request 
for a $4,000 loan. He planned to open 

“Western Auto small 
town, and the company required that 
he invest $8.000 in the business. He had 
$4,000 of his own and hoped that the 
bank would lend him the other $4,000. 
But the bank turned him down chiefly 
because 
type of business and because there was 
The chances were 


Store” in a 


he was inexperienced in that 


no earnings record. 
better than even that had he been grant- 
ed the loan his business would have 
failed. bank in that case 
might have been negligible or possibly 


Loss to the 


non-existent since the assets of the 


store would probably have met the 
bank obligation: but the young man 


would have been wiped out and, further 
would have behind him an unenviable 
record of failure. 


Asked 

More often the 
a great deal 
when unsound loans are requested. A 


13 for 1 


bank stands to lose 
and the borrower little 
business man in a medium-size city ap- 
proached his local bank with the prop- 
osition that he be given help in financ- 
ing a new laundry service. He 
wanted to erect and equip a_ building 
the cost of which, with the land, would 
be approximately $37,000. In addition 


family 


he would need some $5,000 working 
capital. There was probably room in 


The bank- 


how much of 


the city for another laundry. 
er asked him. of course, 
his own money he proposed to invest 
in the business and it developed tha! 
the hopeful had only $3,000. He thought 
the bank would make up the additional 
$39,000 needed, with a deferred partici- 
pation by the Reconstruction 
Corporation of 75‘:. The 


Finance 
man’s re- 
quest was turned down for the obvious 
reason that his own personal investment 
so limited, in fact, that 
that he might 
been not too determined io 


was so limited; 
it was even conceivable 
well have 
carry through if the going got hard. 


Bad management or display of poor 
judgment is among the major reasons 
why a bank will turn down a loan from 
a going businessman, though at the 
same time giving him free advice that 


Aucust 1950 


is calculated to put him back on a 
sound footing. 

Mr. A is a manufacturing furrier in 
a large mid-western city. years 
ago his bank advanced him an amount 
in the low five figures, half of which 
was secured by accounts receivable and 
was repayable in 90 days. The balance 
was secured by a chattel mortgage on 
equipment and was repayable in equal 
monthly installments over a three year 
period. A few weeks after the first half 
had been repaid, Mr. A was around 
with a for additional 
funds to be used for working capital. 


Some 


again request 
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Though A was an able craftsman with 


years of experience behind him, the 
bank felt his operating record had been 
unsatisfactory. In one post-war year, 
with national economy on an upswing, 
A’s business net worth had declined 
some medium five figures. He had let 
his inventory get out of control and, 
hence, had suffered a loss when the 
price of furs had suddenly dropped. 
The bank had previously warned that 
such a contingency might develop, but 
he had ignored the advice. Naturally, 
the bank was not optimistic over the 
possibility of A’s becoming either a 
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better manager or a more willing recipi- 
ent of sound business advice. Instead 
of granting A the loan, the bank sug- 
gested that he put his business in order 
by accumulating funds from a reduc- 
tion of inventory. 


Receivables Too High 


A somewhat similar case was that of 
a jeweler who had borrowed at his 
local bank for several years. He came 
back to the bank for help when he 
needed money to meet trade obligations. 
Examination of his affairs disclosed ihat 
his inventory, too, had gone up and 
was badly out of line as compared 
with national averages. In addition 
there was a large increase in receivables 
because he had begun to sell more goods 
on time payments. This resulted 
shortage of cash. The picture might still 
have been sound except for the poor 
judgment he had exercised in letting his 
inventory get out of hand. So the bank 
suggested that he begin at once an in- 
ventory reduction program which would 
give him the necessary operating capi- 
tal and put him in a sound position. 

Similarly constructive was another 
bank’s experience with four G.I. home 
loans. In each case as a direct result 
of the bank’s having said “no” the 
borrower was able to buy property at 
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lower prices than anticipated. In one 
case at the time the customer requested 
the loan, the asking price of the prop- 
erty to be bought was $6,500; because 
the bank refused the loan at that price, 
the customer finally got the property for 
$5,750. In another case the asking price 
of $4,900 was reduced to $3,860 because 
of the bank’s refusal at the first price. 
In a third case the buyer got a property 
for $7,300 for which $7,950 had been 
asked. The fourth one involved a reduc- 
tion from $6,000 to $5.000. Visibly and 
tangibly the bank served the interests of 
the tune of 
nearly $3,500, just by saying “no” to 
what appeared to the customers to be 
good buys. 


these four customers to 


Since the banker is always conscious 


that he lending depositors’ money. 
and because the margin of bank profit is 
small, he must be more selective of his 
risks than the average business man 
might have to be. Nonetheless, he is 
frequently rewarded by seeing his long 
laid plans blossom into businesses that 
pay off the bank and the entrepreneur 


handsomely. One such case was Mr. H: 


H applied for a loan to buy a hard- 
ware store in an outlying neighborhood. 
What did he know about hardware? 
Well, several years before he had quit 
a job as casting finisher in a local 
foundry and got a job in the warehouse 
of a wholesale hardware company. He 
had, he felt, familiarized himself with 
the various articles handled by a retail 
establishment. Realizing that he had 
touched only one facet of the business, 
the bank pointed out to H that he 
might have learned a good bit about 
warehousing practice in the wholesale 
hardware business, but that he had 
hardly had an opportunity to learn 
much about the retailing of hardware— 
the business he was talking about. H 
saw the point. He got a job as salesman 
for another hardware wholesaler. a job 


that brought him in constant day-to-day 
contact with hardware retailers and 
their problems. 


After two years on the selling job, H 
was back at the bank. This time he was 
able to convince the banker that he 
knew his way around in the retail busi- 
ness and, further, had located a small 
store that could be bought reasonably 
and which had tremendous _potentiali- 
The store was owned by a very old 
man who, because of age, had permitted 
the store to deteriorate to the point 
where business was being lost to distant 
H had reached a price agree- 
ment of $4,500 with the owner, but H 
had only $1,500. Upon examining the 
proposition, and appreciating the back. 
ground H had created for himself, the 
bank was willing to lend him the other 
$3.000, taking a chattel mortgage on the 
fixtures in the store for 36 months. It 
took H only 15 months to pay off his 
debt. successful and 
has developed his store into an out- 
of his community. 
The time and patience paid well, not 
dollars and of the 
but in the fact that a new 
business man and business have been 


ties, 


stores. 


He has been very 


standing business 


only in the cents 
transaction, 


added to the local scene. 


So. the banker, being a good bit like 
anyone else, does not like to say “no.” 
He would much prefer to say “yes,” and 
will often go to great trouble in order 
to say “yes.” In fact, it is the general 
policy of one large southern bank, when 
a prospective borrower applies for a 
loan, It is true that the 
banker is under the necessity then of 
asking, “what collateral or security do 
you have?” And if the security 
adequate, the borrower 
himself will see it and usually will give 
himself the negative answer until he 
and the banker have worked out a way 
for him to meet the reasonable require- 
ments of the bank. 


to say “yes.” 


is not 
prospective 
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When you need informed, 
efficient Trust Department 
cooperation in the Richmond, 
Virginia area, you will find it at 


FIRST AND MERCHANTS 


Bank of Richmond 


Virginia’s Foremost Bank Since 1865 
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BUSINESS PURCHASE AGREEMENTS 


Part 3 


GEORGE E. RAY and OLIVER W. HAMMONDS 


“Alter Ego” Situation 


Where stock of a close corporation 
is involved a number of problems arise 
which are not presented in the case of 
business purchase agreements relating 
to partnerships. One of these is with 
respect to a corporation which is the 
“alter ego” of the decedent. Life insur- 
ance premiums paid by a corporation 
which is the alter ego of the decedent 
may be considered to have been paid 
by the decedent himself." 

The determination as to when a cor- 
poration is the “alter ego” of the in- 
sured shareholder so as to permit the 
Treasury to maintain that premiums 
paid by the corporation were “indi- 
rectly” paid by the shareholder must de- 
pend on the facts in each case.!® Obvi- 
ously one of the principal factors in- 
volved is the percentage of the corpora- 
tion’s shares held by the insured. 

In an early case*” it was held that 
payment of premiums by a corporation 
of which the insured held 51‘ of the 
stock did not cause the premiums to be 
considered as paid indirectly by such 
stockholder. The question would appear 
in each case to hinge, in the last analy- 
sis, on the purpose of the parties. If 
there is a valid business purpose for 
the life insurance and this purpose. on 
all the facts, over-shadows any tax bene- 
fits to the insured or his family. then 
the “alter ego” will not be 
applied.*! 


doctrine 


Unreasonable Accumulation of 
Surplus 


Another problem which arises with 
respect to a close corporation that does 
not exist with respect to a partnership 
is the application of Section 102 of the 
Internal Revenue Code, imposing a 
special surtax where corporate earnings 
and profits are accumulated for the pur- 
pose of enabling shareholders to avoid 





‘Regulations 105, Section 81.27. 

_ "See for a penetrating discussion of this ques- 
tion, Foosaner, When Are Life Insurance Pre- 
Miums Paid Indirectly ?, (1947) 25 Taxes 726. 
*Wilson v. Crooks, 52 F. (2d) 692 (Dist. Ct. 
W.D. Mo., 1931). A similar result was reached in 
Estate of Edward Doerken, 46 B.T.A. 809 (1942) 
where the insured owned 25% of the stock and his 
wife owned an equal amount. 


"Cf. Gregory v. Helvering, 293 U. S. 465 (1935). 
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surtaxes. The problem depends for its 
answer on the purpose to avoid surtax.** 


The use by the corporation of its 
earnings and profits to purchase life in- 
surance on a shareholder and the pur- 
chase later with the insurance proceeds 
of the insured’s shares becomes merely 
one of many factors involved in deter- 
mining whether, on all the facts, the 
purpose to avoid surtax exists. As with 
the “alter ego” question, the showing of 
a bona fide and dominant business pur- 
pose for the purchase of the life insur- 
ance will constitute the best, if not the 
only, protection against the imposition 
of the Section 102 surtax. 


Yet another problem to consider in 
the case of a corporation is the possible 
application to premiums paid by the 
corporation of Section 115(g) of the 
Internal Revenue Code taxing as divi- 
dends corporate distributions which are 
essentially equivalent to a dividend. 


Dividend Distribution? 


An example of this type of problem 
is found in Paramount-Richards Thea- 
tres, Inc. v. Comm., 153 F. (2d) 602 
(CCA-5, 1946) where, pursuant to an 
agreement between Richards and Para- 
mount-Publix Corporation, who _ to- 
gether owned all the stock of the tax- 
payer corporation, life insurance on 
Richards’ life was taken out by the tax- 
payer. The proceeds of the insurance 
were payable to Richards’ wife and the 
price to be paid by Paramount-Publix 
for Richards’ stock in the taxpayer at 
his death was to be reduced by one- 
half the amount of the insurance pro- 
ceeds if Paramount-Publix decided to 
exercise its option to buy. The taxpayer 
paid the insurance premiums. The Court 
held that the insurance premiums were 
not deductible by the corporation on the 
ground that Richards and Paramount- 
Publix merely appropriated the taxpay- 
ers corporate funds to their joint bene- 
fit by the premium payments and such 
payments constituted dividends rather 
than compensation to Richards. 


“See Hildegag, Insurance Planning in Income 
and Estate Building, 4th N.Y.U. Tax Inst., 45; 
Hildegag, Life Insurance Planning for Estate and 
Gift Taxes, 5th N. Y. U. Tax Inst., 25, 44. 


The Paramount-Richards case is by 
no means authority for the proposition 
urged by one writer** that “the stock- 
holders are chargeable with all premi- 
ums paid in survivorship agreements”, 
since in that case, as distinguished from 
the typical survivorship agreement situ- 
ation, the corporation was not a party 
to the agreement, had no opportunity to 
buy the stock and was not entitled to 
the insurance proceeds.** It would seem 
most unlikely that the Commissioner 
could seize upon Section 115(g) to at- 
tack with any success a business pur- 
chase agreement which has a legitimate 
corporate purpose. 


Professional Partnerships 


In drafting a business purchase agree- 
ment for a_ professional partnership 
where the tangible assets of the firm, 
as distinguished from personal services. 
constitute a negligible portion of the 
value of the decedent’s interest in the 
partnership, it becomes most important 
to differentiate between tangible assets 
and future earnings of the partnership. 
It will also become necessary to differ- 
entiate good will from future earnings 
of the partnership. 

This involves consideration of the Su- 
preme Court’s decision in Bull v. United 
States, 295 U.S. 247 (1935), in which 
it was held that where payments were 
made to a deceased partner’s estate by 
the surviving partners but the deceased 
partner had no capital investment in 
the firm, the portion of the profits paid 
to the deceased partner’s estate consti- 
tute income to the estate. To the same 
effect was Estate of George R. Nutter,”° 
46 B.T.A. 35 (1942), where a law part- 
nership agreed that the deceased mem- 
ber’s estate would, for a period of time, 
draw the same percentage of profits as 
the decedent had while living, such pay- 
ments to be for the decedent’s interest- 
in the capital assets, receivables, possi- 
bilities and good will of the firm. 


In short, the answer with respect to 


Danzig, Taxes-Insurance-and Stockholder-Sur- 
vivor Agreements (1950) 28 Taxes 213, 218. 


“See Mannheimer and Friedman, Stock-Retire- 
ment Agreements (1950) 28 Taxes 423, 426. 


Affirmed on other grounds, McClennen v. 
Comm., 131 F. (2d) 165 (CCA-1, 1942). 
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most professional partnerships where 
the capital investment is small does not 
lie in the use of a business purchase 
agreement funded by life insurance as 
much as it does in the capable drafting 
of a partnership agreement which will 
clearly specify and differentiate the pay- 
ments to be made to the deceased part- 
ner’s estate with respect to capital in- 
vestment, good will and future earnings 
of the partnership.*° 


Teamwork in Drafting 


From this survey it seems clear that 
business purchase agreements involv- 
ing the use of life insurance facilitate 
the continuation of the partnership busi- 
ness by the surviving partners and pro- 
vide cash to meet the estate taxes on 
the deceased partner’s life, the expenses 
involved in administration of his estate. 
and the provision of funds to his widow 
and children. The business purchase 
agreement cannot by any stretch of the 
imagination be labeled a “tax avoid- 
ance device.” The Treasury has been 
very reluctant to give up in its efforts 
to obtain an estate tax based upon both 
the amount of the life insurance pro- 








**See Laikin & Lichter, Survivor-Purchase Agree- 
ments, 26 Taxes 931; cf. Dunkle, Partnership In- 
come: Allocation to Proper Accounting Period on 
Death of Partner, (1950) 5 Tax Law Review 568. 
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ceeds as well as the decedent partner’s 
interest in the partnership assets at the 
time of his death. In light of the cases, 
however, it appears clear that the Tax 
Court will not go along with the Com- 
missioner in these efforts, and it also 
appears unlikely that the Circuit Courts 
will give the Commissioner any encour- 
agement along these lines. The Treas- 
urys recent acquiescence in Esta‘e of 
Ray E. Tompkins, 13 T.C. 1054, may 
in fact be the token of its surrender in 
this battle. Consequently, from the tax 
standpoint, the use of a properly con- 
ceived and properly drafted business pur- 
chase agreement would now appear to be 
reasonably free of tax complications. 
The drafting of a business purchase 
agreement involving the use of life in- 
surance is not free from complications 
and difficulties. If improperly done, it 
can do more damage than good. Conse- 
quently, it is imperative that the closest 
possible teamwork be obtained from the 
attorney drafting the agreement, the life 
providing the insurance 
policies involved, and the trust officer 
serving as agent under the 
A “boiler-plate” business 


underwriter 


escrow 
acree ont 27 
agreement. 








“See Ray and Hammonds, Team-Work in Tax 
Practice: Lawyers and Accountants Should Work 
Together, (1948) 34 American Bar Association 
Journal 870. 


purchase agreemen: is certainly no bet- 
ter than a “boiler-plate” will or trust. 


Outline for Agreement 


While it must be recognized that the 
drafting of a business purchase agree- 
ment is not a matter to be solved merely 
by copying from the formbooks, never- 
theless a check-list of some of the basic 
matters to keep in mind may serve a 
useful purpose. The following check-list 
has been compiled for the draftsman 
merely as a reminder, not as a blueprint. 


1. Names of parties to agreement 


vartners. stockholders. trustee 
} ’ 


corporation 


2. Purpose of and consideration for 
the agreement 
3. The agreement of purchase and 


sale 
a. Binding agreement to buy and 
sell at death of party 


b. Alternative—-option to buy 


4. Purchase price 


a. Fixed amount 
cally 


revised periodi- 


b. Valuation formula 
(1) Book value 


(2) Capitalization of earnings 


Wren you need a fiduciary in Chicago, American 


National Bank and Trust Company stands ready to 


serve your requirements fully and efficiently. The 


experience and friendly co-operation of our Trust 


officers can help you achieve your purpose, for 


individuals, estates or corporations. You are cordially 


invited to call or write about any of our trust 


department services, or your own particular problem. 


AMERICAN NATIONAL BANK 


AND 


LASALLE AT WASHINGTON, 
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(3) Appraisers 
c. Insurance proceeds to be mini- 
mum price 
d. Method of payment 
(1) Cash 
(2) Notes 


. Life insurance 


a. Description of policies and 
amounts carried 

b. Premiurh payments 
(1) By beneficiary on lives of 
other partners or shareholders 
(2) By trustee 
(3) By corporation 

c. Exercise of rights of ownership 
—consent of other parties re- 
quired 

d. Disposition of policies on lives 
of survivors 

e. Mechanics of disposition of 
proceeds on death of insured 


. Protective provisions—as to debts, 


taxes, security for notes and ex- 
culpatory provisions of insurance 
company and others 


/. Trustee 


a. Duties—transfer of stock or 
business interest 
b. Compensation 


c. Resignation and succession 


SCUDDER 
STEVENS 
& CLARK 
FUND, Inc. 


10 POST OFFICE SQUARE 


&. Revocation, alteration and termin- 


ation 
a. On death of party or parties 
b. By agreement of parties 


c. Effect of bankruptcy or dissolu- 
tion of corporation or partner- 
ship 


9, Execution and implementation of 
agreement 


a. By all parties 
(1) Including wives where 
they have property interests 


(2) Make binding on heirs 


b. Implementation by provisions 
in wills of parties 


It would not seem to be too broad a 
statement to say that no partnership, 
sole proprietorship ar closely held cor- 
poration should be without some form 
of business purchase agreement, prefer- 
ably involving the use of life insurance. 
It would seem reasonable to assume that 
any businessman who has been given 
the facts with respect to what lack of a 
business purchase agreement with life 
insurance might lead to in the event of 
his death would soon appreciate the 
importance to him of setting up such 
an agreement. 


(Reprints of this article will be available) 


HUMAN FACTORS 


(Continued from page 511) 


out at any time simplifying or putting 
the matter on a warm, personal basis. 
The thought could have been expressed 
more understandably for the layman, 
and more effectively for the completion 
of the plan, in a manner such as: 
“Our experience in managing hundreds 
of Trusts for the benefit of widows and 
children has proved that you can _ best 
provide security and peace of mind for 
your family by careful planning. This will 
provide the greatest economy; the best 
investment management; the most flexi- 
bility to care for peak needs or emergen- 
cies; and orderly distribution to your 
children when they have reached financial 
maturity.” 


Period. It sounds simple, but it should 
be understood, and by avoiding repeti- 
tion it gives more room for equally im- 
portant considerations. It can easily be 
elaborated verbally, if necessary. 


One of the most important steps in 
estate planning is to go back over the 
completed work and prune it removing 
all words unfamiliar to the layman, 
complicated phraseology, and extrane- 
ous material. This will cut the time per 
case, and leave a happier and more 
permanent customer. 








Available at Net Asset Values 


Prospectus on Request 











Aucust 1950 





SCUDDER 
STEVENS | 
& CLARK | 
COMMON 
STOCK 
FUND, Inc. 


BOSTON 9, MASSACHUSETTS 





525 





Formula Plan Investing 


Observing that “Unfortunately, con- 
serving dollars is quite a different thing 
from conserving wealth,’ The Keystone 
Co., of Boston, has issued a booklet on 
“Formula Plan Investing,” with the 
subtitle, “A Scientific Approach to the 
Problem of Conserving Wealth.” The 
purchasing power of $10,000 over the 
last 50 years is traced showing a decline 
in real wealth of 66% for the period 


THE FLINTKOTE COMPANY 


30 ROCKEFELLER 
PLAZA 


A quarterly dividend of $1.00 
per share has been declared on the 
$4 Cumulative Preferred Stock 
payable September 15, 1950 to stock- 
holders of record at the close of busi- 
ness September 1, 1950. 

A quarterly dividend of $.50 per 
share has been declared on the 
Common Stock payable Septem- 
ber 11, 1950, to stockholders of rec- 
ord at the close of business August 


26, 1950. 
CLIFTON W. GREGG, 
Vice-President and Treasurer 


August 2, 1950 
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: 135 S. La Salle St. 115 Broadway 
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and pointing out that “dollars must in- 
crease at a rate equivalent to 214‘: 
compounded just to stand still. And if 
we seek not merely to maintain but to 
increase wealth, it should earn and be 
compounded at a rate of at least 3‘%.” 


There follows a careful discussion of 
formula plan investing which, “works 
to eliminate emotion and guess work, 
by substituting a scientific answer to the 
problem of timing purchases and sales.” 
The chapter discusses “The Variable 
Ratio Plan with two types of objective 
measure of the market level”: “Moving 
average,” and “Zoned Channel.” There 
is a section on “Defensive and Aggres- 
sive Securities,” “Individual Securities 
Versus Classes,” “Formula as a general 
guide,” “A Three Step Plan for Income 
and Growth,” “A Seven Step Plan for 
Capital Growth,” and “An Estate Build- 
ing Plan.” 

A A A 
N. Y. Life Companies 
Seek Equity Investments 


Six top New York Life insurance 
companies are formulating plans look- 
ing to the investment of a potential $1.1 
billion in stocks. High ranking execu- 
tives of Metropolitan Life Insurance Co.., 
Equitable Life Assurance Society, New 
York Life Insurance Co., Mutual Life 
Insurance Co., Guardian Life Insur- 
ance Co., and the Home Life Insurance 
Co., have formed a committee to seek 
permissive legislation at the 1951 ses- 
sion of the New York State Legislature 
allowing the industry to invest up to 
5‘% of its assets in equities. For the 
six companies assets aggregate $20 bil- 
lion, for all life companies in the state 
they aggregate $22 billion. 


At present New York companies are 
permitted to invest only in government, 
state and municipal bonds, high grade 
corporate bonds and “blue chip” pre- 
ferred stocks. At present 33 states per- 
mit their domestic life companies to in- 
vest in equities to a more or less limited 
degree. Canadian companies are permit- 
ted to invest up to 15% in 
stocks. 

Increased income resulting from the 
proposed legislation could be consider- 


common 


able. Life executives expect that reve- 
nues of 6‘@ might be derived from the 
funds stocks. Net invest- 
ment yield for all U. S. life companies 
in 1949 was 3.04%. Latest available 
figures for the six companies backing 
the move were for 1948: Metropolitan, 
3% ; Equitable, 3.1%; New York Life, 
2.8% ; Mutual, 2.7'7 ; Guardian, 3.2% ; 
Home, 3.1%. 


invested in 









IB M INTERNATIONAL BUSINESS 
MACHINES CORPORATION 


590 Madison Ave., New York 22 


The 142nd Consecutive 
Quarterly Dividend 


The Board of Directors of this Corporation has 
this day declared a dividend of $1.00 per share, 
payable September 9, 1950, to stockholders of 
record at the close of business on August 18, 1950. 
Transfer books will not be closed. Checks pre- 
pared on IBM Electric Punched Card Account- 
ing Machines will be mailed. 


A. L. WILLIAMS, Vice Pres. & Treasurer 
June 27, 1950 

















AMERICAN. Standard 


RapiAtor Sanitary 
Now York CORPORATION Prttsburgh 


PREFERRED DIVIDEND 
COMMON DIVIDEND 


A quarterly dividend of $1.75 per share 
on the Preferred Stock has been declared 
payable September 1, 1950, to stock- 
holders of record at the close of busi- 
ress on August 24, 1950. 

A dividend of 25 cents per share on 
the Common Stock has been declared 
payable September 23 1950, to stock- 
holders of record at the close of business 
on September 1, 1950. 

JOHN E. KING 


Treasurer 









Ay" . 
year of 
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dividend payments 





SOUTHERN CALIFORNIA 
EDISON COMPANY 


CUMULATIVE PREFERRED STOCK 
4.08% SERIES 
DIVIDEND NO. 2 


CUMULATIVE PREFERRED STOCK 
4.88% SERIES 
DIVIDEND NO. 11 


The Board of Directors has author- 
ized the payment of the following 
quarterly dividends: 

2514 cents per share on the 
Cumulative Preferred Stock, 
4.08% Series, payable August 31, 
1950, to stockholders of record on 
August 5, 1950; 

3014 cents per share on the 
Cumulative Preferred Stock, 
4.88% Series, payable August 31, 
1950, to stockholders of record on 
August 5, 1950. 


T. J. GAMBLE, Secretary 


July 21, 1950 
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Investment Company Shares 
Find Greater Favor for 
Pension Funds 


An, increasing number of retirement 
funds are using suitable investment com- 
pany shares in their pro- 
gram. according to an exhaustive study 
of the “Investment Trend in Retire- 
ment Plans,” just completed by Rawson 
Lloyd, vice president and director in- 
vestment research of Wellington Fund. 
Mr. Lloyd states that today there are 
approximately 13,000 qualified pension 
plans and the number is growing, with 
funds totaling about $5 billion and cov- 
ering 7.2 million employees. 


investment 


Some five million more employees 
can be expected to be covered in the 
next three years. Annual contributions 
to retirement funds are now about $1.2 
billion and may rise to $2 billion a 
year in three years time. Against an 
analysis of the principal features of 
several retirement plans now in use, the 
study illustrates how the cost of pension 
plans is increasing because of rising 
living costs, increased longevity and 
lower income from best grade securities. 


“To offset the rise in pension costs.” 
Mr. Lloyd pointed out, “more and more 
trusteed plans are now including pre- 
ferred and common stocks as well as 
bonds in pension funds to boost income 
and provide some hedge against further 
inflation and higher prices.” 


Citing the experience of Wellington 
Fund. Mr. Lloyd said: “More than 1.000 
institutions, corporations. estates and 
fiduciaries. including trustees of pen- 
sion funds $8,500,000 of 
Wellington Fund. Recent examples in- 
clude a $50,000 investment in Welling- 


own over 


ton Fund by a pension fund of a Texas 
manufacturing company and an invest- 
ment of a casualty insurance company 
in lowa for its trust. The 
Wellington Fund management group’s 
program uses Wellington 
Fund shares and government bonds in 
its own benefit fund.” 


retirement 


retirement 


At the same time, Wellington Fund 
reported that its net assets at mid-year 
had shown the largest growth for any 
12-month period in its history, rising 
over $50 million to $126,179.842 on 
June 30. On that date, 61% of net as- 
sets was invested in common stocks. 1% 
in appreciation bonds and_preferreds, 
18° investment pre- 


8% in bonds and 


ferreds, and 20‘¢ in U. S. governments 
and cash. 
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Public Likes Stocks Better 
That the public thinks more highly of 


stocks as an investment in which “sav- 
ings (can) earn the most money and 
still be fairly safe,” has been shown by 
two surveys conducted two years apart 
by the Psychological Corporation. The 
first survey in April, 1948, showed only 
3% believing stocks to be the best 
money-earners with fair safety, but in 
April of this year they rated 19.1%. 
Other “bests” were government bonds 
(showed a slight loss), life insurance, 
savings bank, real estate, industrial 
bonds. 


Development Mutuals 


Speaking before the Massachusetts 
Division of the New England Council 
recently, Roger C. Damon, vice presi- 
dent of the First National Bank of Bos- 
ton, outlined a possible new type mu- 
tual development corporation to serve 
as “conduits” for investor funds. The 
proposal was that while such corpora- 
tions would be formed in the tradition 
of mutual insurance companies and mu- 
tual investment funds, the new type 
would be for the purpose of investing 
in small, speculative enterprises in or- 
der to channel needed funds into them. 





Guidebook to 


“PRUDENT MAN” 


INVESTING 





“Prudence”—a familiar word to trustees—has gained 
added emphasis in the New York law effective July 1, 
1950, defining fiduciary investment powers. Wider op- 
portunities for restricted trusts are now possible—pro- 
viding investments are “prudent”. With these new 
opportunities have come new responsibilities for the 


trustee. 


We have prepared a 24-page guidebook which con- 
tains the full text of the new law and notes the impor- 
tant changes that have been made. It outlines some of 
the principles which we believe should govern the “pru- 
dent” selection of securities by trustees, including such 


considerations as: 


V Full Investment Information 


V Reasonable Income 
V Long-Range Value 


V Portfolio Balance 
Vv Appropriateness to 
the Individual Trust 


Trustees and other institutional investors may obtain 
copies of this interesting and helpful booklet by writing 
on their letterhead to the Manager of the Investors’ 


Department. 


KIDDER, PEABODY & CO. 


FOUNDED 1865 
Members Mew York Stock and Curb Exchanges 
~Members Boston Stock Exchange 
17 Wat Street, New York 5, N. Y. 
Uptown Office: 10 East 45TH Street, New York 17, N.Y. 
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For Prospectus and other Base index number of 100 is the offering price on 


information on Group 
Securities, write to your 
investment dealer or 


COL. 6, 7, and 16 arrived at as follows: To the bid prices at the respective dates indicate 
date and the resultant sum is divided by the 1939 base offering price. 

COL. 19 represents the current month-end bid (col. 16 less all capital distributions) divid 
INCOME PERCENTAGE includes only those dividends paid by the companies out of 
on their portfolio securities (excluding all capital distributions). 


COL. 17 represents figure obtained by dividing such dividends accruing over the annul 
average of the twelve month-end offering prices ending on the corresponding date. 


DISTRIBUTORS GROUP, 


INC. 
63 Wall Street, 
New York 5, N. Y. 





CAPITAL GAIN DISTRIBUTION column (18) represents percentage of distribution, 
sources, for the current annual period. 


COMPANIES ORGANIZED AFTER 1939 are given an initial index number on the daté 
age of all those stock or balanced funds in existence at the time. 














NA—N6ot available. 
**Became balanced fund in 1945. 
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e Principal index begins after 1939 base date. 
+Ex-dividend current month. 
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Investment Powers Outlined 


The new obligations of trustees under 
New York’s modified version of the 
“Prudent Man” Rule, effective July 1, 
1950, are discussed in a booklet recently 
issued by the investment firm of Kidder, 
Peabody & Co. The new law for the first 


time permits trustees of restricted trust 
funds to invest in equities, up to 35 per 
cent of a trust fund’s value. The book- 
let, which is available from the offices 
of Kidder, Peabody throughout the 
country, explains the principles which 
should govern the “prudent” investor. 





LORD, ABBETT & CO. 
Investment Managers 





AFFILIATED FUND, INC. 
AMERICAN BUSINESS SHARES, INC. 


Prospectuses on request from 


your investment dealer or 


LORD, ABBETT & Co. 


63 Wall Street, New York 


CHICAGO ATLANTA 


LOS ANGELES 
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*Not included in balanced or stock average. 
Name changed from Russell Berg Fund. 
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Ai prospectus relating to the shares of any of these separate 
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Retention of Trust Records 


Part 2 


P. J. LANINGA 


Asst. Secretary, Continental Illinois National Bank and Trust Co., Chicago 


Form 5-0-355 — Cash Ledger for 
Trust Accounts: This is a three-part 
tabulating form which is prepared from 
punched card records of cash transac- 
tions. 


#1—Ledger Copy 


The original copy is retained in the 
Cash Records Section file for the cur- 
rent year. It is recommended that they 
then be held in storage in bound ledgers 
for 100 years, as this is the maximum 
period during which the practical pos- 
sibility of litigation normally exists. 
However, it is believed advisable to re- 
view the policy with regard to the re- 
tention of these forms at ten-year in- 
tervals with a view toward either re- 
ducing the retention period or else 
microfilming this record to minimize 
the amount of: storage space required. 


#2—-Customer’s Statement 


Since this copy is mailed to the cus- 
tomer, it does not present any retention 
problem. 


#3—File Copy 


This is included in the Statement 
folder of the Trust File. Because it is 
intended to be only a handy reference 
copy while the account is open, it may 
be destroyed upon closing the account. 

Form 5-0-373 — Cash Transaction 
Card: This is a punched tabulating 
card, from which cash ledger sheets and 
various other cash runs are prepared. 
Because it is merely a vehicle for re- 
cording transactions on the ledger 
sheets, it is retained only so long as 
there is any volume of demand for this 
type of information. In addition to 
keeping them in the current year’s file, 
their retention has been established at 
two years in storage for all accounts 
except probate accounts. In the latter 
case, the cards are retained three years 
because there are many occasions when 
accountings must be made in that pe- 
riod. 

Form 05-0-7 — Trust Teller’s Na- 
tional Cash Register and Adding 
Machine Tapes: This is a recording of 
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each day’s cash transactions, and to- 
gether with various other tapes and 
memoranda, is enclosed in an envelope 
for each separate day. It is recom- 
mended that this material be retained in 
the division for one month and then 
sent to storage for two years. This pe- 
riod will encompass at least two internal 
audits and several examinations, one of 
which would be a State Bank examina- 
tion. 

Form 5-1-54 — Internal Receipt for 
Securities Received by Registered 
Mail: This is a serially numbered 
three-part form that is used for the 
purpose of maintaining a close control 
over securities received by registered 
mail and intended for the Corporate 
Trust Division. 


*1—Registered Mail Division Copy 


The original copy is a receipt to the 
Registered Mail Division and is retained 
in that division for a period of three 
months after which it is held in stor- 
age for two years. The length of time 
indicated is sufficient to reconcile any 
discrepancies that might develop, since 
the period would normally include two 
internal audits and several examina- 
tions, one of which would be a State 
Bank examination. 


#2—Control Copy 


This is held in the Corporate Trust 
Division for two years after which it 
should be destroyed. Experience has 
indicated that this copy is useful in 
answering a majority of questions cus- 
tomers pose. 


#3 


The Auditing Division retains this 
copy six months. 

Form 5-2-8 — Notice of Principal 
and Coupon Interest Due—Corporate 
Issues: This is a serially numbered five- 
part form prepared by the Trust Cou- 
pon Division. It serves primarily as a 
notice to the debtor that certain amounts 
of interest and principal are to be re- 
mitted by him to us for disbursement 
to. the various sercurity holders. 





Auditing Division Copy 


#+]—Notice to Customer 


Since this copy is mailed to the cus- 
tomer, no retention problem is encount- 
ered. 


*2—Office Copy 


This copy is used as a working copy 
in the Trust Coupon Division. From it 
and similar copies, a list of issues to 
be paid is prepared for the Coupon 
Payer. It is retained in the division 
only until the remittance is received 
from the customer (usually two weeks), 
at which time it is fastened to the cus- 
tomer’s transmittal letter and sent to 
the Trust file for the particular account 
concerned. The retention of the Trust 
file is set at twenty-five years after the 
closing of the account. 


#3—Cash Received Ticket—Coupon 
Division 

This is a credit ticket containing the 
amount of principal and interest re- 
ceived and acts as the source record 
from which the respective ledger sheet 
in the Coupon Division is posted. Since 
most of the information shown on the 
individual tickets becomes a part of the 
ledger, the tickets should be retained 
in the division for only six months and 
in storage for 25 years. Inasmuch as 
the ledger sheets should be retained for 
a period of twenty-five years after the 
account is closed, recourse can be had 
to them subsequent to the original 25- 
year period. 


#4—Cash Received Ticket—Cash In- 
come for Paying Bonds and 


Coupons 


The amount of the Paying Agent’s 
fee is shown on this copy and when 
the remittance is received from the 
customer, this copy is used as a credit 
ticket to the Cash Income account. 
Since the information on this form is 
for the most part transcribed onto the 
respective Cash Income ledger sheets, 
and because the ledger sheets should 
be retained for a period of twenty-five 
years, these particular copies should 
be retained in storage for only ten years 
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Form 5-3-18—Notice of Security to 
Mature or To Be Called for Payment: 
This form is used to notify a customer 
that a security which we are holding 
for him is about to mature or to be 
called for payment. Unless instructions 
to the contrary are received, it is the 
practice to effect collection in the usual 
manner. However, if the customer de- 
sires other action, he may note his 
preference on the form and return it as 
his instruction to take an alternative 
course. If it is returned, it becomes a 
part of the correspondence in the Trust 
File. Therefore, the retention of this 
form is governed by that established for 
the Trust File, which is twenty-five years 
after the account is closed. 


Form 5-5-148—Stock Transfer Re- 
port Sheet: This is prepared in four 


copies in most cases. It is a detailed 
daily the stock certificates 
cancelled and of those issued in lieu 
thereof for each individual company. 


record of 


=1—Control Copy 


The primary use of this copy is to 
verify that the cancelled stock certifi- 
cates have been returned by the Regis- 
trar. This purpose is normally served 
within a period of two days, after 
which it is destroyed. 

#2_Journal Copy 

This copy acts as a journal of all 
stock transfers for a particular com- 
pany. From it, ledger card 
could be reconstructed, if 
These sheets should be retained in the 


records 
necessary. 


division for two years for convenience 
of reference. Then they should be sent 
to storage to be kept until the account 
is closed, at which time they should be 
surrendered to the principal or to the 
successor transfer agent. 


#3-——Posting Copy 


From this copy the individual ledger 
cards are posted. Within one month 
after posting, these copies are sent to 
storage for one year after which they 
are destroyed. This period is adequate 
to discover and reconcile any posting 
errors that may have occurred. 


#4—Principal’s Copy 


Since this and any additional copies 
that might be prepared are mailed, no 
retention problem is encountered here. 


Operation of Retention Schedule 


The retention schedule with which 
the writer is familiar is maintained on 
loose leaf sheets filed in-a locked binder. 
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after having been held by the Auditing 
Division for a period of six months. 


#5—Fee Division Copy 


This copy permits the Fee Division 
to make an independent check to verify 
that any fee due the Paying Agent has 
been received. Normally, this copy has 
served its purpose within approximately 
two weeks, after which it could be de- 
stroyed. 


The use of this system permits listing 
many forms on one sheet and thereby 
saves filing space, and at the same time 
provides a firmer control than a card 
sysiem would afford. It has, however. 


been observed over a period of years 
that constant usage and the many 
changes in form descriptions, form 
numbers, and retention periods which 
have been reflected on these sheets, have 
given them an untidy, confused ap- 
pearance which could be avoided by the 
use of a card system. It is, therefore, 
suggested that the use of an individual 
card record for each form, if it can be 
properly controlled, would provide a 
more elastic and a neater medium for 
maintaining the official schedule. 

In any event the mere possession of 
a formal, approved retention schedule 
does not of itself accomplish the results 


THE ADMINISTRATION of an 


investment portfolio is a task which 


calls for experience, judgment and con- 


stant attention to both markets and 


securities. Our long familiarity with the 


requirements of conservative investors 


and our broad facilities qualify us to 





provide any aspect of this comprehen- 
sive service which may be required. 
Many of our clients have found this 


type of service substantially helpful, 


and it is equally available to others. 


R. W. Pressprich & Co. 


48 Wall Street 
NEW YORK 5 


201 Devonshire Street 
BOSTON 10 


Members New York Stock Exchange 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY AND INDUSTRIAL BONDS 
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intended. In order to make it an active 
useful tool, its contents should be gen- 
erally known and understood by the 
persons using it. It should be subject to 
periodic revisions and, most important, 
it should be accompanied by clear-cut 
simple instructions for the desired dis- 
position of the records involved. 


For control purposes it is recom- 
mended that only one copy of the re- 
tention schedule be maintained as the 
official record for the entire bank ex- 
cept that a copy of the official schedule 
should also be maintained by the ware- 
house manager as a guide covering ac- 
tual disposition, and that each division 


Missouri’s 
Largest 
Fiduciary 


This company engages 
only in the trust busi- 
ness. It does no banking 
business. It accepts no 
deposits subject to 
check. 


It administers more 
trust property than any 
other Missouri financial 
institution. 


It is the oldest trust 
company in Missouri. 


For ancillary service 
in Missouri or South- 
western Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 





manager be supplied with that section 
of the schedule applying to forms and 
records of his division. 

The official copy could be maintained 
by a person located in a division which 
normally exercises general control over 
internal operations, such as the Audit- 
ing or Operating Department. Changes 
or additions to the schedule should be 
made only on approval of authorized 
individuals and through the use of a 
specific form containing therein the 
name of the form, the form number, 
the date of the decision, a full descrip- 
tion of the form, the length of time 
the record is to be held in the division 
and in other storage places, a space 
for indicating that the change has been 
made in the official schedule, and the 
necessary spaces for the various ap- 
provals. 


It is suggested that this form be 
numbered and prepared in triplicate; 
one copy to be filed in numerical order 
and maintained with the official sched- 
ule; copy number two to be filed by 
the order of the form number under 
consideration; and the remaining copy 
by the division initiating the change. 


This form could be so designed as 
to provide for all retention changes 
such as new forms, forms that have 
become obsolete, and any other change, 
such as the change of the form number 
or description, or of the retention pe- 
riod. This copy should also be used as 
a posting medium to the schedule itself. 


While the warehouse manager is 
automatically advised as to the reten- 


tion period of each form and record 
through the medium 
copy of the official schedule, as an 
additional precaution and for ease of 
operation, all material sent to the ware. 
house should be properly labeled with 
the name of the division storing the 
record, a complete description of the 
material, and the date the material 
should be destroyed. 

From this point the rest is up to the 
warehouse manager. He should keep all 
with the 
changes as they occur in the schedule 
and then, without any further ado, dis- 
pose of the material on the dates indi- 
cated. 


Due to the nature of 
many records, it is highly important to 
surround the actual destruction of the 
records with the necessary safeguards. 
Many banks resort to disposing of old 
material by burning it in their own in- 
cinerators. The incinerator flues are 
equipped with one or more screens to 
prevent the charred fragments 
from escaping through the chimney and 


of his complete 


labels up-to-date consistent 


confidential 


even 


to the street. 

A still more desirable method, how- 
ever, is the process of maceration. The 
waste is dumped into huge vats of 
chemically treated boiling water to 
bleach the paper which is then meshed 
into a pulp, placed on canvas rollers 
and is eventually used for making card- 
board boxes. This process is performed 
indoors away from the effects of the 
wind and should be witnessed by one or 
more representatives of the bank. In 
this manner any possible embarrass- 
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TRUST SERVICE EXCLUSIVELY 


Detroit Trust Company, with its many years of experience 
in every phase of trust business, is especially qualified 
to serve in any situation requiring a Michigan fiduciary. 
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ment is avoided and in addition the 
job is completed at no cost inasmuch 
as the salvage value will normally off- 
set the time expended in the witnessing 
and disposition of the records. 

It should be borne in mind that the 
continued value of the formal disposi- 
tion plan is contingent on current prac- 
and it would, be ad- 
visable to thoroughly re-examine _re- 


tices therefore, 


tention policies at reasonable intervals. 
Microfilm Picture Records 
doubt that 
schedules would be greatly simplified 
if all of our states adopted statutes 
permitting photo copies of business 
records to be used in evidence. While 
the use of photos in this connection has 


There is no retention 


become more prevalent in recent years 
and such evidence has been permitted 
in many court decisions, yet it is 
deemed risky to adopt this method as 
a general practice for all types of rec- 
ords inasmuch as less than 20 states* 
have thus far passed permissive statutes 
covering business records. 

It is submitted that the fact that an 
accurate copy has been made by mi- 
crofilm should be sufficient to overcome 
any presumption of fraud. In reality, 
the contents of the document have been 
preserved exactly as in the original, 
and in fact preserved rather than im- 
paired or destroyed. 

The courts in every jurisdiction are 
very liberal in admitting carbon copies, 


loose leaf ledger sheets, etc. made in 


*Ark., Conn., Ga., Ill, Ind., Iowa, Md., Mass., 
Mich., Mo., Neb., N. H., N. J., R. I., Tenn., Va., 
Wash., Wis. 
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the regular course of business. Why 
then should there by any hesitancy to 
accept microfilm picture records? And 
yet, because the trustee is held to such 
a high degree of responsibility, he 
would be prudent to first seek legislation 
before proceeding too far in this yet 
uncharted channel. 

Even though we should be fortunate 
enough to have permissive legislation 
passed in all of our states in the near 
future, this of itself would by no means 
solve our disposition problem. It would 
not, for example, be practical to prom- 
iscuously microfilm all of our records 
inasmuch as the cost might prove to 
be prohibitive. Studies have shown that 
the period during which the cost of 
microfilming might be recovered is de- 
pendent upon such factors as local stor- 
age costs, thickness and size of the paper 
and the ease with which the particular 
record might be microfilmed. There- 
fore, the advantages and disadvantages 
should be carefully weighed before pro- 
ceeding too rapidly. Since microphoto- 
graphy is subject to technological im- 
provement, it is recommended that an 
attempt be made to keep abreast of 
new developments that might be adapted 
to a particular problem. 

The benefits of the science of record 
retention and protection have been 
adopted on a much broader scale by 
business in general than it has been by 
the Corporate Trustee. It is hoped that 
this paper will bring about a unanimity 
of thinking which will encourage the 
adoption of uniform retention practices 
by trust institutions. 
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N. Y. Banks Study Plans 
In Event of Attack 


With unexcited forehandedness New 
York banks last month began laying 
plans for safeguarding their operations 
and records in the event of an enemy 
air attack. Representatives of member 
banks of the New York Clearing House 
have formed two committees whose re- 
commendations will be made shortly. 


Problems now believed pertinent in- 
clude protection, duplication and move- 
ment of documents and securities as 
well as conservation of manpower. Ex- 
tensive use of microfilm and decentraliz- 
ation of operations are being considered. 
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. P seco 
HE volume of personal trust assets as compared with $20,420,435,348 for For the first time, a state-by-state with 
administered by trust departments 1,505 banks on December 31, 1948. breakdown is published in the report, “a 
of national banks again increased to The number of individual trust ac- showing Illinois far in the lead with F 
an all-time high in 1949, according to counts rose from 172,719 to 179,190 $6,543,489,308 in individual trust as- boop 
the recently released annual report of with the average in each account again sets. It must be remembered that these “a 
Comptroller of the Currency Preston increasing from $118,229 to $120,471. figures deal only with national banks, 93,() 
Delano. As of the last day of the year, The average volume of trusts in each Gross earnings from trust department 009 
1,510 banks were handling individual department advanced from $13,568,396 activities increased from $59,383,000 to T 
trust funds aggregating $21,587,219,172 to $14,296,171. $60,265,000 with the average moving ae 
, ” per : to 6. 
Fiduciary activities of national banks as of December 31, 1949 a 
(From report of Comptroller of the Currency) T; 
< 
eatie ett cuniiel of $50,001 to $100,001 to 200,001 to $500,001 and | Total tails 
- $100,000 200, 000 $500,000 over | _ com 
Number of national banks with trust powers but not administering trusts...........- 47 101 64 34 Wt 267 ence 
Number of national banks with trust powers administering trusts..................- 419 265 463 4103 321 1,510 T.&E 
Total number of national banks authorized to exercise trust powers .......__.- 96 366 527 437 332 | 1.777 = 
EE —— | — eS —— | ————— = = {- — 
Total assets of national banks with trust powers but not administering trusts... ....- $15,937,557 |$126,775,777 $485, 372,528 $5: 20, 911, 538 | |} $538,914,475 | $1,291,040, 163 | $2, 978, 952, 035 
Total assets of national banks with trust powers administering trusts..............-. 15,713,158 | 127,855,719 |1,342,246,614 |3,687,923,120 |7,027,361,187 | 60,519,053.997 | 72,720, 153,795 / 
Total assets of national banks authorized to exercise trust powers..........--. 31,650,7 15 254.631, 496 |!,827, 619, 142 |4, 208,834,658 |7,566, 275, 662 61,810,094, 160 | 75, 699, 105, 833 
Trust Assets z a - = > Wee | nd 
SLI RG. 5: A OORT ROOTES $199,290 | $4,235,849 | $55,762,273 | $281,404, 195 | $918,576, 817 |$15, 810,698,087 |$17,070, 876,511 
ES ETE I IES AE I EIR PR ee 3,712 123, 893 2,317,518 5,013, 166 12,659,353 171,976,036 192,093, 678 
Demand deposits.......- ae EM Lee eS sel aaa ee ee eae ee 14,779 596, 156 5, 605, 404 26, 580,383 62.540,323 | 603,794,215 699,131, 260 
SS) Eee a eas Ra le eee Ee eee 6,618 | 50, 419 8,882,104 15.748, 889 113,817,199 | 3. 486,612,494 3,625, 117,723 
riche cette So ee ee TEN Se fee” aes | 224,399 5.006, anaid 2,567, 299 328,746,633 |1,107,593.692 | 20 073,080,832. 21,587,219, 172 
Trust Liabilities * aes } 7 - a | e ’ Al; 
Private trusts. ..........-..-- OL ese ete RR RR $23,142 |  $975.117 | $31,493,747 | $170, 262,498 | $720, 668,697 |$17, 453,845,778 |$18,377, 268,979 ‘Ala. 
8 ESE BLS EE LN SIR COREE OIEAE LE 201,257 | 4,031,200 | 41,073,552 | 158,484,135 | 386,924,995 | 2,619,235.054 | 3,209,950, 193 Ark 
ee PEER ae Ae ee REE Pe eS 224,399 | 5,006,317 | 72,567,209 | 328,746,633 1,107,598, 692 | 20, 073,080,832 | 21,587,219, 172 = 
= ——— | ———— - !-——---- —_- —- — . ane olo 
Total volume of bond issues outstanding for which banks are acting as trustee-..-. . - “$47 300 $61, 700 $5,522,112 “$151, 959, 686 | $324, 447 -828 |$11,621,565,024 $12, 103 , 603 , 650 Conn 
Number of national banks administering private trusts.........................--- 2 27 193 380 373 313 1, 288 Del 
Number of national banks administering court trusts..................-.---------- 9 43 239 439 376 305 1,411 raed 
Number of national banks administering corporate trusts.................-.-- peaead 2 5 . 49 179 207 265 707 Dist 
Number of living trusts being administered. .......................2-- Fae Coe re ee wes 2 “ek 1,349 aoe 6, “016 ; 19,033 71,180 97,681 Fla 
Number of court trusts being administered. .... . oS SAREE RI SN 26 402 3,357 11,830 19,224 46,670 81,509 Ga. 
: Total number of individual trusts being administered....................--- 28 503 4,706 17,846 38,257 117,850 | 179,190 Ida. 
Number of corporate trusts being administered................-......--..-------- il 8 100 632 1,203 21,131 23,085 Ill. 
‘ . eK i" ~~ ee “ee See Koo ee Ind. 
Total number of trusts being administered.......................---..-..-- 39 511 4,806 18,478 39, 460 138, 981 | 202,275 a 
Average volume of individual trust assets in each bank......... So clulae cea $24,933 | $102,170 $273,839 | $710,036 | $2,748,371 $62,532,962 | $14,296,172 Kan. 
Average volume of trust assets in each individual trust.................-.-2..-.-2- $8,014 $9,953 $15,420 $18,421 $28,951 $170,327 $120,471 Ky 
Average gross earnings per trust for year ended Dec. 31, 1949. ...._- eer Ne $67 $105 $104 $114 $131 $377 295 i 
Average gross earnings per trust department reporting trust earnings for : year - ended La. 
Len ee cwepanenoncasaadnelaaes $328 $1,215 $2,052 $4,822 $13,033 $163, 870 $41,621 Me. 
— — Md. 
Classification of investments in living and court trust accounts under administration by the active national bank trust = 
departments, December 31, 1949 Minn, 
- . ; ~ Miss 
Trust investments classified according to a : ' — Real-estate | p,. is ’ bet 0 le Mla Tota 
| capital of banks administering trusts Bonds Percent Stocks Percent mortgages Percent | Real-estate | Percent | Miscellancous | Percent ct cna - ' 
EE —— EEE = = —— a on 
Nel 
Banks with capital of $25,000................ $142,184} 71.35 $6,566 3.29 $31,139 | 15.63 $16,750 8 40 $2,651 1.33 290 Ne ‘ 
Banks with capital of $25,001 to $50,000..___- 2,487,165 | 58.72 878,297 | 20 73 324,917 7.67 487.977 | 11.52 57,493 1 36 Nev 
Banks with capital of $50,001 to $100,000... _. 25,895,155 | 46.44 17,640,375 | 31.64 | 3,462,793 6.21 | 7,551,306] 1354] 1,212,644 217 N. H. 
Banks with capital of $100,001 to $200,000.....| 133,284,653 | 47.36 89,423,333 | 3178] 27,924,227 9.93 | 23,675,137 8 41 | 7,096,845 2 52 281,404, 195 NJ 
Banks with capital of $200,001 to $500,000... _- 364,562,404 | 3969] 320,645,852 | 34.91 | 134,001,418 | 14.59] 64,075,569 6.97 | 35,291,574 3.84 918,576,817 N. J. 
Banks with capital of $500,001 and over. .____- 10, 622,952,951 | 67.19 | 3,660,679,015 | 23.15 | 397,627,602 2.52 | 475,934,768 3.01 | 653,503,751 4.13 | 15,810, 698,087 N.M 
EE TES 11, 149,324,512 | 65.31 | 4,089,273,438 | 23.96 | 563,372,096 3.30 | 571,741,507 3.35 | 697, 164,958 4.08 | 17,070,876, 511 4 
' —— . Ay 4e 
N. D. 
Fiduciary activities of national banks by Federal Reserve districts as of December : 31, 1949 0. 
———_—_—— spinner Okla. 
Number . Number of individual trusts Number Trust Ore. 
Number with —— a — Total aagins Sass mete ecto niomtbomieth of cor- Bond issues department Penn. 
of banks | authority nthe J d she d — at 4 Assets of porate outstanding gross R I 
Federal Reserve districts exercising | but not | 2U\Horize ein 5 ee individual trusts where bank earnings gina 
fiduciary | exercising — ye: ea fiduciary Living Court Total trusts being acts as for year a. 
powers fiduciary ee mnsmenig Ory trusts trusts _ adminis- trustee ended Dec. S.D. 
powers powers powers ered 31, 1949 
powers ter ’ T 
7 _ SE SS SEE EN we lea ee _ 
emeetes i ae . 
Hoston............ wdc 160 { 194 | $104, 406,667 | $4,254,379,570 | 4,788 | 6,390 | 11,178 | $1,370, 165,607 451 | $313,282, 956 | $4,300,000 Utal 
re. caakngeail 232 25 257 | 353,025,349 | 14,606,900,418 | 5.491 | 8,851 | 14,342 | 1,828,510, 292 1,075 | 5, 120,072,600 | 10,214,000 ah 
Philadelphia..................--- 226 7 233 | 100,928,160 | 3.979.746,071 | 7,667 | 16,677 | 24,344 557,472. 275 363 66,974,423 | 2,427,000 Vt. 
tcc heaseteainiit 105 12 117 | 155,615,000 | 5,550,945,766 | 10.980 | 10,956 | 21,936 | 2,684,881,312 2,528 745,820,424 | 7,394,000 Va 
Richmond.................. esab 129 2 150 | 63,585,500 | 3,313,500,373 | 7,002] 6,743 | 13,745 821,085,343 431 416, 226.254 | 2,986,000 a. - 
i Ractdisnvnicadneachywseeks 96 20 116 | 83,880,500 | 4,535,702,084 | 5.420| 4.079| 9,499 | 1,289,668, 908 1,078 499; 822,537 | 3,200,000 Wash. 
Chicago........... ones 195 36 231 | 245,015,000 | 12,307,752,964 | 30,689 | 8.789 | 39,478 | 7,845,694, 730 7,961 | 3,012,321,129 | 11,759,000 W.Va 
St. Louis... -- - ames 97 25 122 | 47,816,500 | 2,705,571,806 | 2,437 | 2,782] 5,219 255,377,459 1.531 171,882,268 | 1,074,000 Wis 
Minneapolis... a AEE I 16 19 65 | 36,980,000 | 2,123,502,990 | 2:758| 3,140] 5,898] 1,323,993,598 407 121,953,156 | 1,945,000 jis 
Kansas City..... priceinaen 102 35 137 | 64,035,000 | 3,768,432,910 | 3,648 | 2.562] 6,210 | 1,031,814,559 5,080 475,823,236 | 2,130,000 Wyo. 
Dallas........... Seber 65 26 91 | 87,460,000 | 4,399,625,611 | 4,023 994} 5.017 447,819 962 613 390,733,260 | 2,073,000 ; 
San Francisco...........-..------ 57 7 64 | 268,335,650 | 14,153,045,270 | 12,778 | 9,546 | 22.324 | 2,130,735, 127 1,567 768,691,407 | 10,763,000 
. fe Meena ol Aececcminen ciate Tempe it no Satan mie Reorseit “ Rorpmatics etre . 
Total... Jae a 1,510 | 267 1,777 |1,611,083,326 | 75,599, 105,833 | 97,681 | 81,509 | 179,190 | 21,587,219, 172 | 23,085 | 12,103, 603,650 | 60, 265,000 Inclu 
Aucu 
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up from $41,112 to $41,621. The San 





Massachusetts Trust Assets Up 











ry 
/ = . - ‘ . . . 
y} Francisco Reserve District remained Trust resources of 43 trust depart- 
second to Chicago in gross earnings, 1 M h . 
te ith New York also in the $10,000,000 a ee eee 
+t 4 oe ae ee ne aggregated $1,461,933,000 on June 30, 
th ee. ; : according to the statement recently re- 
For the third straight year, the num- , Oe eal oe - os ee 
ui aegs eased by the office of the Commissioner 4 
ber of corporate trusts administered f Banks. Thi d a 
aa howed an increase, from 21,821 to °, oa ee ee Cb i ae f 
‘s - - agar : of slightly over $20 million for the year. ; DI A, 
es 23,085, volume also rising from $1],- . . 
nt 0 7AA 02: p ; = Investments in stocks continued to ac- cee 
009,744,933 to $12,103,603,650. count from a fraction over 50% of the RESERVES 
r : ‘ y y yer c 
to The percentage of investments in Ne fe? 
1g o --,, total assets. ieee 
bonds dropped slightly from 65.5% ie 
ot to 65.3 and that in stocks also slipped A A A M Le pe 
a bit from 24.06% to 23.96%. anagement should . 
Tables showing these and other de- Maryland Trust Earnings know the excess of re-' 
tails are —s — yrs — pecan y= of state ht in placement cost over 
‘comparisons may be made by refer-  ! ‘la ssed $2,756,984 last year, ac . 
: comparis . e by refer Mary ind grossec $2.75 ast year, original cost of its plant 
“ie ence to the tables printed in Aug. "49 according to the report of the State f oe 
510 T.&E., p. 499, and June 50, p. 371. Bank Commissioner. facilities — a realistic 
177 i Se siphaeconel “approach to measuring 
rs Fiduciary activities of National banks by States as of December 31, 1949 “earnings after provision. 
833 ‘ Seed for replacements”, 
Number department f ; f 
of cor- gross fe 
si! Number porate Bond issues earnin : 
po of banks Number protons outstanding io ca The AMERICAN igs af 
723 yest ; m.. 3 - — t ber where bank — a HIE ; 
anit ductary individu individu adminis- acts 8 ’ as oe 
7? powers trusts trusts tered pont (thousands ) APPRAISAL os 
aco | Alla. 22 2,108 ——-$263,660,127 129 $93,291,997 $660, poe Company. | 
143 Ark 17 876 25,159,761 687 85,624,553 147, 2 oa pesca ck 
— | Calif. 22 -15,183 ——‘1,644.601.641 —1,032 711,312.48 8,657 _ Over Fifty Years of Service: 
Colo. 20 1,957 212,1 19,424 687 72,668,595 592 . OFFICES IN PRINCIPAL CITIES 
4 Conn. 3 5,358 196,715,988 200 46.057,524 1,636, ; 
2 | Del: 8 165 1,746,940 10, 
707 Dist. of Col. 7 Lait 177,177,248 36 86,511,898 559, 
681 Fla. 22 2,491 255,482,039 152 174,267,461 831, 
509 Ga. 15 2,049 198,429,967 266 124,388,953 869. 
~ Ida. 3 413 6,202,624 30 1,130,037 78, 
‘085 Ill. 87 29,739 6,543,489 ,308 7,270 2,709,093,554 8,954, 
on Ind. 76 3,949 142,548,487 170 34,403,189 620. 
ne Ja. 32 1,221 52,054,025 78 10,597 609 314, 
172 Kan. 24 740 90,638,347 90 3,286,540 207, 
ot Ky. H 1,882 34,763,320 18 1,826,465 202, 
7 La. 13 999 446 883,211 180 90,370,271 324, ul 
621 Me. 23 998 76,217,344 95 56,516,648 Zit, 
— Md. 3 1,357 131,679,183 34 101,103,849 328, # 
Mass. 68 4,284 768,836,497 175 206,101.161 2,284 C t 
f + 
Mich. 18 3,440 1,008,877 645 308 228,180,510 1,599, 0 0 Dp e r a 1 0 n 
A Minn. 21 4,839 1,299,341 ,009 341 58,638,823 1.805 
Miss. 3 109 10,379,491 38 1,177,600 45, li 
- Mo. 28 2.384 373,820,538 1,19] 101,813,966 916, 
Mont. 8 156 3,956,274 16 2,085,225 24, 
290 Neb. 10 638 183,944,856 399 117,150,910 284, The First National Bank of 
349 Nev. Z 952 62,304,696 56 9,121,750 305, : 
273 | N.H. 23 603 28,416,444 14 1,862,398 95, Miami cooperates fully with 
me 1 J. 108 4,124 111,197,403 136 63,401,650 ‘1,500, : 
os; | NLM 307 12,207,022 34 23,268,241 102, banks in other states—in 
Si mt. 157 11,085 1,439,294,776 939 5,063,566,089 8,806 ‘ h 
N.C. 23 1,826 47,637,306 109 73,257,911 300, meeting the estate and trust 
= N.D. 3 305 7,919,776 33 60,861,578 37, 
0. 14 7,620 —-:1,249,923.774 1,997 285,127.01 3,238, needs of acu apm, weenen 
— Okla. 20 561 222,009,431 2,897 226,374,723 323, having a Florida residence. 
t Ore. 6 1,863 160,124,710 103 10,189,150 649, 
nent Penn 210 35,962 1,890,779,524 839 518,367,107 6,120 
it ah .. K 250 44,595,154 7 2,617,600 182, 
ar SC. 9 1,752 62,518,998 107 61,635,906 277, TESET SESAME 
— oe 5 304 8,098,287 11 133,925 39, 
4 | Tenn. 23 2,484 223,790,496 560 24,071,155 817, The 
Tex. 63 4,808 424,507,384 572 390,438,760 1,982, eo © 
om | CUtah 3 144 34,989,963 98 3,989,175 96, First National Bank 
G00 Vi. 18 555 13,187,469 8 1,973,875 66, 
(i _ 61 5,757 364,826,971 105 89,371,274 1,270 of MIAMI 
000 Wash. 18 3,469 222,511,493 248 36,948,846 978, 
|, 000 W. Va. 19 1,754 41,720,350 4] 4,429,066 279, ' ’ 
ae | Wis. 25 3,006 150.179,603 198 32,625,725 543, Et SPO: «> ~ TR Aa 
ee Wyo. 12 387 15,752,848 21 3,370,759 39, 
"000 Total 1,510 179,190 21,587,219,172 23,085 12,103,603,650 60,265 
000 *Includes figures for 1 bank in Alaska and 2 banks in Arizona. 
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SPECIALISTS IN THE 

LIQUIDATION OF ART 
LITERARY AND OTHER 
PERSONAL PROPERTY 
AT PUBLIC AUCTION 


Unsurpassed facilities 
a competent, knowledgeable staff 
versed in every phase of 
public auction selling 
a reputation for fair dealing 
and a following of important 
and wealthy collectors 
throughout the country have 
established PARKE-BERNET 
as the leading firm of its kind 
in the United States 
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LOUIS J. MARION, Vice-Presidents 


MAX BARTHOLET, Secy. & Treas. 
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. 
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at Public Auction Sale 
* 
We are one of 


AMERICA’S OLDEST AND 
LARGEST COIN DEALERS 
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12 W.46th St New York 19, N. Y. 








WHERE THERE'S A WILL 


CLARA E. KNUDSEN, widow of the auto- 
motive genius and former War Produc- 
tion Director William S. Knudsen, left 
her entire estate to her son and three 
daughters to whom she wrote in her will: 

“T take this occasion solemnly to advise 
and recommend to my children, although 
I cannot and do not desire to direct them 
in this respect, that they each, upon re- 
ceiving the property bequeathed to him 
or her by this my Last Will and Testa- 
ment, give the same in trust for the ben- 
efit of his or her children, and that they 
consult with any attorney-at-law and 
with an officer of the Trust Department 
of the National Bank of Detroit (named 
as sole executor) as to the form, pro- 
visions and term of such trust most ad- 
visable under conditions then existent.” 


Under the terms of Gen. Knudsen’s 
will, the one-third of his residuary estate 
which had been placed in trust for his 
widow’s benefit will now be added to the 
trusts for the children, set up out of the 
other two-thirds, also being administered 
by the National Bank of Detroit. 


HARRISON P. SHEDD, retired vice pres- 
ident of Marshall Field & Co., left his 
estate in trust with the Phoenix Savings 
Bank & Trust Co., since consolidated with 
the First National Bank of Arizona. 
Two-thirds of the income is to be paid 
to Mrs. Shedd and one-third to son John. 
Upon her death, one-half of the income 
is to be paid to John and the other half 
retained. After September 10, 1952, one- 
third is to be paid to the son, a like 
amount to a grandson and the rest re- 
tained. After April 10, 1954, the third 
third is to be paid to a granddaughter. 
The named dates are the days on which 
the grandchildren attain their respec- 
tive majorities. The retained income may 
be used for their support in the interim. 


The trust is to terminate on the death 
of the survivor of the grandchildren, pro- 
vided that if they die before Mrs. Shedd 
or son John, then the trust is to continue 
until the death of the survivor of these 
two. The remainder is bequeathed to the 
lawful issue of the grandchildren. By a 
codicil, Mrs. Shedd is given a general 
power of appointment over one-half of 
the principal of the trust, exercisable 
during life or by will. The bank is also 
named sole executor. 


HENRY HEIDE, JR., senior vice president 
of the famous candy firm founded by his 
father in 1869, left one-half of his estate 
outright to his wife and the other half 
in trust to pay her the income for life. 
Upon her death, the principal goes to 
three daughters. Mrs. Heide and Central 
Hanover Bank and Trust Co. of New 
York are appointed executors and trus- 
tees. 


MARY STILLMAN HARKNESS, widow of 
the noted financier and philanthropist 
Edward S. Harkness, named as the prin- 
cipal ultimate beneficiary of her estate 
the Commonwealth Fund, established in 
1918 by her mother-in-law to promote 
physical and mental health. The Fund 
will get $250,000 outright and the one- 
half of the residue of her estate which 
she leaves in trust for her sister. It also 
receives one-half of Mr. Harkness’ resid- 
uary estate of more than $55,000,000 
from which his widow was paid the in- 
come during her life. The other half is 
divided among eleven institutions. The 
second half, of Mrs. Harkness’ estate 
is to be held in trust to pay the income 
equally to nieces, a grandniece and a 
nephew, with the remainder to their issue 
on death. The will names as co-executors 
and co-trustees The New York Trust Co. 
and Malcolm P. Aldrich, president of the 
Fund, to whom Mrs. Harkness bequeath- 
ed $253,000 “in appreciation of his kind- 
ness to me.” 


MOSES PENDLETON, president of the 
American Woolen Co. which it is esti- 
mated over a twenty-year period pro- 
duced the goods for one out of every six 
men’s suits in the United States, left his 
entire estate in trust for his son. He in- 
structed his executor and trustee, Bank- 
ers Trust Co. of New York, to pay the 
income to the son and $6,000 annually out 
of the principal, plus such sum, not ex- 
ceeding $6,000, as he may direct in writ- 
ing. Upon the son’s death, the trustee is 
to pay over the princpal to such persons 
as he appoints by will within the tax 
exempt classes set forth in the Federal 
Internal Revenue Code. 


C. LAWRENCE MUENCH, president of 
the Hood Rubber Co., and of the Asso- 
ciated Industries of Massachusetts, be- 
queathed $10,000 each to his mother and 
sister, with a proviso that the sum was to 
be doubled for the survivor if one of 
them predeceased him, an eventuality 
which did not occur. The residue goes 
outright to the widow. Old Colony Trust 
Co. of Boston was named executor. 


EpGAR H. BOLEs, chairman of the Gen- 
eral Reinsurance Corp. and former rail- 
literature to his granddaughter, other 
road executive, bequeathed his musical 
books to a son and the remaining tangible 
property to his wife who will receive the 
income from the rest of the estate in 
trust. Upon her death, the principal will 
be paid to their three children. Mr. Boles, 
who named the son and Marine Midland 
Trust Co. of New York as executors and 
trustees, specified that the daughter is 
to take as part of her share the residence 
occupied by her unless it has been previ- 
ously sold with her consent. 
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How Profitable Are 
Trust Departments? 
England banks ac- 
cepted the invitation of the Federal Re- 
serve Bank of Boston to cooperate in 


Forty-two New 


the determination of trust department 
costs and net earnings in 1949, With 
collective income of $12 million and re- 
sponsibility for assets valued at $4.4 
billion, these 42 trust departments are 
a major factor in New England’s corpo- 
rate fiduciary activity. 

The survey discloses considerable 
variation in earnings experience, especi- 
ally among the smaller depariments. 
The costs of the specialized personnel 
and specialized procedures which are 
required for trust department opera- 
tions do not quickly adjust themselves 
to fluctuations in the flow of the depart- 
ment’s income. Hence. changes in in- 
often effect 
upon net earnings. Relatively small in- 


come have a magnified 
come changes in large departments per- 
mit net earnings to stabilize at about 19 
per cent of income. Relatively large in- 
come changes in small departments may 
become translated into very satisfactory 
net earnings or very severe losses. 
Largely because of the experience of 
the small departments, the average re- 
porting department retained only 5.2 
per cent of its 1049 income as net 
earnings, and 11 showed net losses. 

The survey indicates that profit from 
trust department operations has some 
association with the relative develop- 
ment of the department within its par- 
ent bank. It is quite possible that some 
banks which have achieved creditable 
development and management of other 
banking operations may have overlooked 
some of the benefits to be derived from 
commensurate expansion and cost man- 
agement within the trust department. 

The percentage composition of ihe 
direct operating expenses of the average 
reporting trust department is shown in 
the chart. Variations are to be expected. 
but most departmen!s conform well io 
the general pattern. 

Salaries and wages account for al- 
most 70 per cent of total direct opera- 
ting expenses. A highly trained perma- 
nent staff is vital to the proper handling 
of the special problems posed by ithe 
varied accounts. The expense of such 
a staff is rather inflexible. Expenses for 
social security programs. for group life, 
medical, liability. and fidelity insurance 
are closely tied to salaries and wages. 
The 2.7 per cent required for pension 
systems is influenced by the absence of 
such expenses in 14 of the reporting 
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DISTRIBUTION OF 1949 DIRECT OPERATING EXPENSES 


OF TRUST DEPARTMENTS IN 41 NEW ENCLAND BANKS 
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departments. Total personnel expenses 
make up three quarters of all direct op- 
erating expenses. 

The various expenses incidental to 
occupancy and use of quarters account 
for an average of 8.4 per cent of ihe 
total. Such expenses include rent, heat, 
light, power, real estate taxes, building 
insurance, depreciation, maintenance, 
and service, and allowance for return 
on investment in land and buildings. 

To these direct operating expenses of 
the bank there should be added an 
amount to cover overhead — that por- 
tion of general bank expense which is 
fairly allocable to the trust department. 
Most banks computed overhead at 15 
per cent of direct operating expenses as 
suggested by the A.B.A. Trust Division. 
Those using other methods of estima- 
tion averaged close to this relationship. 

For the average reporting depart- 
ment the percentage origin of operating 
income was 50.3 from personal trusts 
and guardianships, 22.6 from estates, 
20.9 from personal agencies, and 6.2 
from corporate trusts and agencies. 
Corporate activities are mainly concen- 
trated in the larger departments, and 6 
out of 12 reporting departments found 
that they had handled such accounts 
at a loss in 1949, Small departments 
are more dependent upon estate ac- 
counts, As the income from estates con- 
sists largely of nonrecurring settlement 
fees, the flow of income to small depart- 
ments may be uneven and net earnings, 
therefore, subject to wide fluctuations. 

Profitable trust department operation. 
therefore, consists of a careful estima- 
tion and control of all operating costs, 
including overhead, and the adoption 
of a balanced schedule of compensations 
adequate to cover them. Most of the de- 
partments which followed these princi- 
ples and reported their experience in 
this study were profitable in 1949. 
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TAXATION 


(Continued from page 519) 


United States.” No such exemption is 
found in the corresponding estate tax 
section. 


There would appear to be no sub- 
stantial reason for any departure in 
estate tax cases from the express rule 
of the income tax cases. In a rather 
unsatisfactory opinion, however, con- 
cerning income taxes, it was held that 
a nonresident alien, who had given a 
general power of attorney to a United 
States resident to deal, through United 
States brokers, in securities for the non- 
resident alien’s account, was engaged 
in business in the United States.*' It 
depends on the particular circumstances 
whether purchases or sales effected by 
the decedent either directly or by agent 
result in his being engaged in business 
in the United States. 


If the decedent owns real property 
in the United States and merely receives 
the income therefrom, but the property 
is maintained and administered by a 
tenant, the nonresident alien owner is 
not engaged in business here.** If, how- 
ever, the decedent actively managed the 
real estate, either personally or through 
an agent, by buying, selling, maintain- 
ing and repairing the property, the tend- 
ency is to consider him as having been 
engaged in business in the United 
States.** 


Tax Conventions Vary Situs Rules 


The various rules of situs have been 
considerably amended in death tax con- 
ventions which the United States has 
concluded with Canada, the United 
Kingdom and France. As to estates of 
aliens who were domiciled in Canada 
at the time of their death, Article III (2) 
of the United States-Canadian Tax Con- 
vention** provides that shares in a cor- 
poration organized under the laws of 
Canada shall be deemed to be property 
situated within Canada and shall not 
be taxed by the United States.”° It 
should be stressed that this provision 
of the United States-Canadian Tax Con- 
vention does not apply to the estates of 
Canadian citizens who were domiciled 


21Fernand C.A. Adda, 10 T.C. 273 (1948). 
22Evelyn M. L. Neill, 46 B.T.A. 197 (1942). 


22Pjnchot v. Comm., 113 F. (2d) 718 (C.A. 2d, 
1940); Estate of Frances S. Yerburgh, 4 T.C.M. 
1145 (1945); G.C.M. 18835, 1937-2 Cum. BULL. 141; 
cf. Elizabeth L. M. Barbour, 3 T.C.M. 216 (1944). 

*Effective June 14, 1941 (U. S. Treaty Ser. No. 
989). 


2°T.D. 5455, Sec. 82.4, 10 Fep. Rec. 6550 (1945). 
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outside of Canada but does apply to the 
estates of all aliens who were domiciled 
in Canada. The determination of the 
domicile of a decedent is left by Article 
IV(3) of the Convention to the law 
of the country imposing the tax. 


In the case of alien decedents domi- 
ciled in the United Kingdom, the con- 
vention between the United Kingdom 
and the United States,*° Article III (2). 
states that bank notes and negotiable 
instruments shall be deemed to be sit- 
uated at the place where they are lo- 
cated at the time of death, or, if in trans- 
it, at the place of destination. Rights 
based on torts, however, which survive 
for the benefit of the decedent’s estate, 
are deemed to be situated at the place 
where such rights arose. 


Judgment debts are considered situa- 
ted at the place where the judgment is 
recorded. All other debts, secured or 
unsecured, are deemed to be situated at 
the place of decedent’s domicile. It fol- 
lows therefrom that bonds owned by an 
alien domiciled in the United Kingdom 
cannot be taxed by the United States 
even if the certificates were located in 
the United States at the time of death.?* 
The Convention furthermore provides 
that shares of stock in any foreign cor- 
poration owned by an alien domiciled 
in the United Kingdom shall be deemed 
situated in the country under the laws 
of which the corporation was organized. 


With reference to the estates of aliens 
domiciled in France at the time of their 
death, Article 3 of the convention be- 
tween the United States and France** 
effects no change in the prevailing 
American situs rules with reference to 
real property and corporeal movable 
property. Shares in foreign corpora- 
tions, however, are deemed situated in 
the country under the laws of which 
the corporation was organized. Checks 
and bills of exchange are deemed situa- 
ted at the place of the drawee’s resi- 
dence, and negotiable promissory notes 
at the place of the maker’s residence. 
All other property is deemed situated 
at the decedent’s last domicile. 


Deductions and Credits Allowed 


As in the case of estates of citizens 
and residents of the United States, the 
value of the net estate of a nonresident 
alien decedent is determined by making 
certain authorized deductions from the 
"26 ffective January 1, 1945 (U. S. Treaty Ser. 
No. 1546). 

*'T.D. 5565, Sec. 82.104, 1947—1 Cum. Butt. 125. 


28Effective October 17, 1949 with the exchange of 
instruments of ratification (Dept. STATE RELEASE 
No. 804, dated October 17, 1949). 


value of the gross estate. The law grants 
to nonresident alien estates a specific ex- 
emption only in the amount of $2,000 
for both the basic and the additional 
estate tax, in contrast to the $100,000 
exemption with respect to the basic tax 
and the $60,000 exemption with respect 
to the additional tax, allowable in the 
case of estates of citizens and residents 
of the United States. 


The statute allows nonresident alien 
estates the usual deductions for funeral 
expenses, administration expenses, 
claims against the estate, unpaid mort- 
gages, losses incurred during the settle- 
ment of the estate arising from fire, 
storm, shipwreck or other casualties or 
from theft, to the extent to which such 
losses are not compensated for by in- 
surance or otherwise. and of amounts 
reasonably required and actually ex- 
pended during the settlement of the 
estate for the support of those depend- 
ent upon the decedent. It is immaterial 
whether the amounts to be deducted 
were incurred or expended within or 
without the United States. Only that 
proportion of the aggregate amount of 
deductions, however. is deductible 
which the value of the gross estate situ- 
ated in the United States bears to the 
value of the entire gross estate, wherever 
situated. If the assets are valued as of a 
date one year after death, all the assets 
of the estate must be valued as of such 
date, whether or not they are situated 


within the United States. 


The rule that only the proportionate 
part of the debts and expenses can be 
deducted sometimes results in hardship. 
If, for example, a nonresident alien de- 
cedent owned securities in the United 
States which were pledged with an 
American creditor as security for a 
loan, the total value of the securities is 
included in the gross estate in the United 
States while the liability secured by the 
pledge can be deducted only propor- 
tionately.*? However, the converse of 
this proposition works in favor of non- 
resident alien estates if the ratio of the 
foreign deductions to the foreign estate 
is greater than the ratio of the United 
States deductions to the estate situated 
in the United States. 


The law also permits, under certain 
conditions, the deduction from the 
gross estate of any property which 
formed a part of the gross estate of any 
person who died within five years prior 
to the decedent, or of any property 


*°City Bank Farmers Trust Co. v. Bowers, 68 F. 
(2d) 909 (C.A. 2d, 1934) 
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which was transferred to the decedent 
by gift within five years prior to his 
death, provided that a United States 
estate or gift tax was paid on that 
property. Furthermore, there may be 
deducted from the gross estate such 
amounts as will be transferred to the 
United States or any political subdivi- 
sion thereof for public purposes, or to 
any domestic corporation operated ex- 
clusively for religious, charitable or 
similar purposes. In the case of the 
estates of citizens and residents, the law 
does not require that such corporations 
be domestic ones. The statute also per- 
mits the deduction of funds transferred 
to a trustee, fraternal society or similar 
organization to be used by the trans- 
feree within the United States for religi- 
charitable or similar purposes. 
Here again the law treats the estates of 
nonresident aliens differently from the 
estates of citizens and residents. In the 


ous, 


latter case it is not necessary that the 
funds be used within the United States. 

The so-called marital deduction pro- 
vided for in Sec. 812(e) of the Internal 
Revenue Code is not available to the 
estates of nonresident aliens. 

The various deductions are allowed 
only if the representative of the estate 
includes in the tax return the value of 
the situated in the 
United States. The representative of the 
should certified 
copy of the inventory of property and 
the schedule of liabilities, claims 
against the estate and expenses of ad- 
ministration filed under the applicable 
foreign death duty act. If no such in- 
ventory and schedule was filed, a certi- 
fied copy of the inventory and schedule 
of liabilities, claims and expenses filed 
with the foreign court in which admini- 
stration was had should be submitted. 
If items of deduction allowable under 
American law were not included in such 
schedule. or if no schedule was filed, an 
affidavit of the foreign representative 
setting forth the facts relied upon as 


gross estate not 


estate also submit a 


entitling the estate to the benefit of par- 
ticular deductions should be filed with 
the United States tax authorities.*° 
The estate tax is imposed upon the 
net estate. If a gift tax has been im- 
posed on any lifetime transfer, and the 
transferred property is required to be 
included in the donor’s gross estate, a 
credit for the gift tax paid may, within 
certain limitations, be taken against the 
estate tax as in the case of the estates 
of citizens and residents. Likewise, a 
credit may, within certain limitations, be 
applied against the basic estate tax for 





Reg. 105, Sec. 81.52. 
Aucust 1950 














any amounts paid for inheritance or 
estate taxes to any of the forty-eight 
states, the District of Columbia, or any 
territory or possession of the United 
States.*! 


Conventions Change Deductions 

The provisions with respect to de- 
ductions and exemptions have been 
amended in various respects by tax con- 
ventions with foreign countries. Thus, 
Article V of the convention with Canada 
provides that with reference to the tax 
to be paid by the estate of an alien who 


"7.R.C., Sec. 813 (a) 
81.8 & 81.9. 


& (b); Reg. 105, Sec. 
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was domiciled in Canada, the United 
States shall allow an exemption which 
bears the same ratio to the personal 
exemption allowed to the estate of a 
citizen or resident of the United States 
as the value of the property of the de- 
cedent situated in the United States 
bears to the value of his entire gross 
estate, or the $2,000 exemption, which- 
ever is higher. A similar provision is 
contained in Article IV of the conven- 
tion with France with reference to 
aliens who die domiciled in France. 
The convention 
even further and 


with France goes 
provides that the 
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United States Government shall allow 
every abatement, exemption, deduction 
or credit which would be applicable 
under American law if the decedent 
had been domiciled in the United States, 
in an amount not less than the propor- 
tion which the value of the property 
situated within the United States bears 
to the value of the property which would 
have been taxable by the United States 
if the decedent had been domiciled 
within the United States. It might there- 
fore be argued that the estates of aliens 
domiciled in France can take advantage 
of the marital deduction which under 
the Internal Revenue Code is not ap- 
plicable to the estates of nonresident 
aliens. In this connection, it can also 
become important that the scope of the 
Internal Revenue Code provisions cov- 
ering the deductibility of transfers for 
charitable, religious and similar pur- 
poses is broader in the case of estates 
of decedents domiciled in the United 
States than in the case of estates of 
nonresident aliens. 


Duties of Personal Representative 


The statute and Regulations charge 
the executor or administrator of every 
estate with a variety of duties. If no 
estate representative is acting within the 
United States, then any person in actual 
or constructive possession of any prop- 
erty of the decedent is obligated to dis- 
charge the duties of the estate repre- 
sentative, for example, agents, safe de- 
posit companies, warehouse companies, 
brokers, and debtors of the decedent. 
If the gross estate situated in the United 
States exceeds the value of $2,000, a 
written notice of the decedent’s death 
must be filed with the Collector of Inter- 
nal Revenue within two months after 
death, and an estate tax return must be 
filed within fifteen months after death. 

The persons charged with the duty of 
filing the return and paying the tax 
must furnish the authorities with a 
certified copy of any will and with such 
supplementary data as may appear ne- 
cessary to establish the correct tax. They 
may furthermore be required to submit 
sworn statements. In addition, any other 
persons in possession of documents or 
information of material bearing upon 
tax liability must make disclosure to the 
Commissioner upon request. 


Exchange of Information 


The various estate tax conventions 
concluded by the United States have 
opened new sources of information to 
the Government. Under the conventions 


with Canada, the United Kingdom and 
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France, the American tax authorities 
are enabled to obtain from the authori- 
ties of the other treaty countries, for 
the purpose of ascertaining the correct 
estate tax, such information as the au- 
thorities of the other countries may be 
in a position to obtain under their laws. 
Some of this information will be fur- 
nished to the American authorities auto- 
matically, other information only upon 
specific request. 

The convention with France further- 
more provides that the French authori- 
ties will enforce claims of the United 
States for taxes, interest, additions to 
the taxes and fines not of a penal char- 
acter insofar as they are not asserted 
against the estate of a French citizen. In 
case the United States tax has not been 
finally determined, the French authori- 
ties will, upon application of the United 
States authorities, take such protective 
measures as are authorized by French 
law for the enforcement of French taxes. 

Further estate tax conventions have 
been signed, but not yet ratified. with 
Greece, Ireland, Norway and the Union 
of South Africa. Treaty negotiations 


have been commenced between the 
United States and eight additional 
countries. 


In the past, the estates of nonresident 
alien decedents have often been success- 
ful in evading United States estate taxes 
largely because the tax authorities of 
the United States were unable to ascer- 
tain the facts. Thus, securities were fre- 
quently held in an American bank for 
the benefit and at the risk of a nonresi- 
dent alien, but in an account for a 
foreign bank. Upon the death of ihe 
nonresident alien, the foreign bank 
made the appropriate notation of change 
of ownership on its own records. but 
no change was made on the books of 
the American bank. If the 
bank which maintains the account 
knows the true facts, it is obliged to 
report the death and pay the estate tax. 
Experience during and after World War 
II with blocking and deblocking regu- 
lations, and the increasing number of 
estate tax conventions indicate that for- 
eign banks and their customers are tak- 
ing a serious risk in participating in ar- 
rangements to evade the American 
estate tax. 


One should bear in mind, however, 
that the United States Government does 
not desire to discourage investments in 
the United States. Our tax authorities 
have often stated that estate planning 
for purposes of reducing or avoiding 
estate taxes is legal and proper. It has 


American ° 


been pointed out that bank deposits, 
proceeds of life insurance and United 
States Government securities are tax- 
exempt under certain circumstances. A 
variety of trusts and other arrangements 
may also be utilized by nonresident 
aliens safely and legitimately for the 
purpose of reducing or avoiding United 
States taxes on their estates. 


A A A 
Roosevelt a Civilian 


At Time of Death 


The Dutchess County (N. Y.) Surro- 
gate has held that President Roosevelt 
did not die “while in the active service 
as a member of the military or naval 
forces of the United States.” The ques- 
tion of the late President’s status arose 
when trustees of the $1.332,588 trust 
fund asked for a decision after the direct 
heirs, Mrs. Roosevelt and her children, 
renounced any claim to tax benefits that 
might be gained on the theory that he 
was a member of the armed forces at 
the time of death ( T.&E.. July. pp. 495). 
Action was taken by trustees who on an 
intermediate accounting sought a deter- 
mination as to whether they would be 
held accountable for failure to press for 
application of income and estate tax 
refunds, 

A A A 


New Course on Death Taxes 


The School of Business of Western 
Reserve University has announced that 
the Accounting Department will offer a 
new course entitled “Estate and Gift 
Taxes” starting September 18. The new 
course, to be taught by Nelson Fried- 
man, assistant vice president at The 
Cleveland Trust Co.. will cover the Fed- 
eral Estate and Gift taxes along with the 
Ohio Inheritance tax. Accounting re- 
quirements and computations will be 
analyzed and actual will be 
completed. 


returns 


A 8 A 
Community Trusts Over 


$100 Million 


Resources of community foundations 
in the United States and Canada now 
exceed $100,000,000, according to a 
review published recently by the New 
York Community Trust. The year-end 
funds of the 76 philanthropic trusts in- 
cluded in the twenty-fifth annual tabula- 
tion made by the New York organiza- 
tion rose from $91,401,968 at the close 
of 1948 to $100,135,527 a year later 
and their appropriations increased to 
$3,855,283 in 1949 from $3,361,521 in 
the preceding year. 
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High School Students Given 


Practical 


HE younger generation is learning 

more about banking and the finan- 
cial world in schools than many of their 
seniors learned throughout their lives. 
In no small measure either individual 
banks or bankers associations are re- 
sponsible for the new educational fields 
that have been opened up. The work 
being done, and for which preparations 
are now in work for the coming school 
year, runs all the way from a text book 
committee appointed by the president 
of the Florida Bankers Association, to 
a course sponsored by the Texas Bank 
and Trust Company, Dallas, and that 
offered by Denver bankers operating in 
cooperation with the local chapter of 
the American Institute of Banking. Since 
the latter two have a broad background 
of experience behind them, their story 
is of particular interest. 

The course offered by the texas Bank 
has been given as a part of the econom- 
ics course of the Highland Park High 
School in of a 
series of lectures and tours conducted 
by Jack P. Morris, vice president and 
public relations director of the bank. 
The object of the course is to give the 
knowledge of the practical 
phases of banking with which they will 
be most concerned as businessmen and 


Dallas and consists 


students 


women, housewives or workers. A con- 
tinuing one, the course is offered each 
Fall and Spring. and plans are now 
being formulated to develop in the class- 
rooms conditions as close as possible to 
those in an actual bank, including elec- 
tion, from among the students, of a 
Board of Directors. This is believed to 
be the first course of its kind offered in 
the Southwest. 

Recently the ABA surveyed 16,743 
banks to determine “The Bank’s Rela- 
with Results showed 
that among some 2,200 banks coopera- 


tions Schools.” 
ting, schools were offered such types of 
service as: prizes for outstanding 
achievement, occasional speakers, foot- 
ball programs and other advertising 
material; and a few have conducted or 
assisted in actual instruction in bank. 
ing as well as cooperating in sponsored 
tours of industrial plants. Few have un- 
dertaken extensive or continuing pro- 
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Bank Course 





P. B. Garrett, president, Texas Bank & Trust Company, presents certificates to students 
of Highland Park High School who successfully completed the course in Practical Banking 
sponsored by the bank. 


grams of practical instruction in bank- 
ing or economics such as the Dallas 
bank has undertaken. 


The Texas Bank and Trust Company 
of checks and 
drafts, deposit tickets, the correct sort- 


course covers the use 
ing and wrapping of money, endorse- 
ment and negotiability of checks and 
drafts. In the class room each student 
practices opening an account in a bank, 
using actual bank forms. All types of 
accounts in banks are explained, in- 
cluding the various services offered by 
the different accounts. The protection 
of money deposited in the bank is ex- 
plained to the students; they also learn 
of safety devices that are installed for 
the protection of safe deposit box users 
and the rules governing safe-keeping 
and the forms used in those depart- 
ments. The course also covers making 
of notes and the handling of collections 
—various types of collateral and unse- 
-and financial statements. 
Presentation of this material requires 
approximately 16 hours of instruction 
per class, during which time there are 
three tours of inspection of actual bank 
operations and procedures. These visits 
are co-ordinated with the presentation 
and work carried on in the class to give 
the practical aspects to the student. 


cured credits 


In the most recent semester, the stu- 
dents made two to the Texas 
Bank and one visit to the Federal Re- 
serve Bank as a part of the course. Dur- 
ing the first bank visit to the bank, the 
operational and loan departments were 
studied and discussed while operations 
were being performed. The second visit 
was spent almost entirely in the Execu- 
tive Offices and the New Accounts and 
Trust Offices. Mr. W. P. Metcalfe, Trust 
Officer, assisted in explaining and clari- 
fying the functions of the Trust De- 
partment, at which time the youngsters 
were given copies of trust forms. for 
their notebooks. 


Visits 


Newsreel Telecast 


Newsreel pictures were taken of the 
proceedings and released on television 
as part of the newscast that particular 
week-end. Also, very favorable articles 
appeared in the local newspapers. 


It is not the purpose of the course to 
offer complete understanding of the 
bank operation or procedures, since a 
full semester or more could be devoted 
to negotiable instruments, money and 
banking, and other phases. It is felt 
important, however, that the program 
offer to the student a general under- 
standing of those aspects of banking 
with which he is most likely to come 
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in contact in the immediate future, a 
compact, general understanding of the 
problems they will have in their deal- 
ings with banks, as well as the techni- 
cal and legal bank regulations that they 
are most likely to encounter as bank 
customers. 


Denver Experience 


When Denver bankers approached 
high school principals in 1934 with the 


suggestion that it would be of value - 


to seniors to be exposed to a series of 
five talks on banking, the principals 
agreed. according to James K. San- 
bourne. Advertising Manager, The 
Denver National Bank. The addresses 
were carefully prepared and delivered: 
apparently some impression was made 
because there was some applause from 
the students; but the next year the bank- 
ers were not invited back. It was five 
years before they, working cooperative- 
ly through the local chapter of the 
American Institute of Banking, made 
the discovery that brought the program 
success, 

Acting on the advice of a then new 
Assistant Superintendent of Schools, 
the bankers held a dinner meeting with 
school officials, representative teachers 
and possible speakers in a new program. 


Seating was arranged so that bankers 
and school people were alternated. Fol- 
lowing the dinner, after a friendly at- 
mosphere had been established. the 
bankers related to the school people 
their earlier unsuccessful experience and 
discussed their objectives. Then admit- 
ting they were neither educators or 
child psychologists, the bankers asked 
the school people how to proceed. 


The plan that developed was that 
advanced by the teachers themselves. 
There are still talks, and to the talks 
have been added bank tours, but the 
bankers do not regard themselves as 
the sole judges of what information is 
to be given the students. It is the prac- 
tice now, when a teacher wishes to pre- 
sent a phase of banking to her class, 
she first has them study banking. The 
students get as much as they can on 
their own and then prepare questions 
on the particular banking subject in 
which they are interested. These ques- 
tions are passed along to the A.I.B. 
committee which in turn passes them 
to the speakers who will make the talks. 
The speakers may simply use the ques- 
tions in the question-answer form, or 
as the framework for the talk which 
will answer all the questions asked. 


i 





The questions simplify the speaker’s 
task because he learns from them just 
where the class’s interests are and also 
can judge something of the general 
intelligence level of the people he is to 
address. Of equal importance, perhaps, 
is the fact that no student waiting to 
hear an answer to the question he has 
asked, will go to sleep. 

How the schools feel about it is in- 
dicated by the comment of Dr. R. A. 
Hinderman, Assistant Superintendent 
of Denver’s school system: “Many of 
us grew up in small communities where 
the honesty, wisdom, responsibility, and 
stability of bankers were easily discern- 
ible. We went to the bank frequently 
for help, advice and counsel. In a large 
city the bank and all it stands for may 
not be as apparent but the service it 
provides to individuals and the com- 
munity is equally great. The Denver 
schools deeply appreciate the incalcu- 
lable assistance of the local chapter of 
the American Institute of Banking in 
helping our young people gain first 
hand information about, and under- 
standing of, these services. 


“The assistance that Denver bankers 
have given our schools has been exceed- 
ingly effective.” 


eB 





84 Years’ Fiduciary Experience 


INSURES EXPERT CARE OF YOUR ESTATE 
AND TRUST MATTERS IN NEW YORK STATE 


For expert care of estate and trust matters requir- 
ing special attention, we offer long experience, 
complete facilities, modern operational methods. 


24 offices in Greater New York to cooperate with you 


BROOKLYN TRUST COMPANY 


MAIN OFFICE: 
NEW YORK OFFICE: 


177 Montague Street, Brooklyn 
26 Broad Street, New York 


Member Federal Deposit Insurance Corporation 
New York Clearing House Association 
Federal Reserve System 





542 


TRUSTS AND ESTATES 


A 


th 
ar 
re 
ag 
me 
pr 
ler 
ing 
fo. 


me 
thi 
as 

vol 
ful 
me 
An 
Col 


Ar 
To 
\ 
use 
No! 
480 
tion 
to | 
busi 
com 
icy 
defe 
writ 
can 
assu 
fect: 
atio1 
H 
be fe 
wher 
havi 
for 1 
requ: 
force 
was 
ities 


Aucu: 


| all 


ES 


The Capitalabor Team 


AFL, CIO Hold Unity Meet 

Meeting together for the first time in 
three years, unity committees of the AFL 
and CIO late last month reported prog- 
ress in the development of plans and 
agenda for the future. Agenda for later 
meetings are to cover: establishment of 
practical machinery for handling prob- 
lems of jurisdictional disputes and “raid- 
ing”; consideration of specific proposals 
for organic unity in the labor movement. 

A statement made public after the first 
meeting said: “We recognized the serious 
threat to world peace and to our country 
as a result of Communist aggression. We 
vowed our complete determination to give 
full and united support to our Govern- 
ment in this time of crisis. Labor in 
America is completely united against 
Communist aggression and infiltration.” 


Armed Services Requirements 
To Affect All Industry 

With the country already beginning to 
use up its idle manpower before the 
North Korean attack (T&E, July, pp. 
480), the tightening lines of both produc- 
tion and military requirements promise 
to bring sharply felt labor problems to 
business in the near future, according to 
competent observers. While national pol- 
icy on draft, reserve and national guard 
deferments is still in the making at this 
writing, some immediate probabilities 
can now be estimated with reasonable 
assurance, it is believed. Long term ef- 
fects will depend upon a military situ- 
ation impossible now to cacleulate. 

How soon skilled labor shortages may 
be felt was pointed up a few weeks ago 
when a large western plane manufacturer 
having received a government contract 
for reconditioning a number of bombers, 
required an ultimate increase of its labor 
force of some 1500. The additional force 
was to be absorbed as rapidly as facil- 
ities would permit and on its first day 
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of expansion some 1,500 job applicants 
were at the gate. On that day the com- 
pany had planned to put on only 25 skill- 
ed people in certain categories, but out 
of the 1,500 applicants it was impossible 
to find even the 25 needed. 

Service mobilization will be felt in 
varying degrees by industries and com- 
munities, it is now believed. While non- 
essential industries will be hit first and 
hardest, best opinion is that most em- 
ployers will feel the pinch ultimately. 
Sound management seems to suggest that 
it is not too soon to lay personnel plans. 

The Pentagon is now preparing an in- 
terim policy looknig to deferment of key 
workers in the calling up of reserves and 
national guard for a probable 90 days 
until permanent policies are set. As in 
World War II defense production indus- 
tries are to receive special consideration 
from the armed services and local draft 
boards, and the draft law now provides 
deferment for workers considered neces- 
sary to national safety. It is up to the 
employer to convince the local board, 
however, that any individual worker 
comes within that category, and a good 
case will have to be presented. 

The Selective Service at present oper- 
ates through 3,659 local Boards with 
general policies spelled out by law. Age 
limits can be changed only by Congress. 
Similarly the law now provides deferment 
for a veteran who served more than 90 
days in World War II, or more than a 
year between 1940 and June, 1948. At 
present deferment policies with respect 
to dependents is left up to the local 
Boards. While most Boards presently can 
fill their quotas without calling up mar- 
ried men or those with dependents, the 
Boards can waive those deferments 
should service demands require. The local 
Boards also have wide latitude in decid- 
ing whether a worker’s job is “necessary 
to the nation’s health and safety.” 
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As the armed services requirements 
come in sharper conflict with industrial 
needs, it is expected that Selective Ser- 
vice headquarters will work more closely 
with the local Board and probably will 
list “essential” jobs. Washington indi- 
cations are that the draft demands may 
be broadened in either or all the follow- 
ing ways: 

1. The services could relax their phys- 
ical standards without new legislation; 


2. More married men with dependent 
parents could be called up. Men with de- 
pendent children would probably retain 
deferment longest; 

3. Congress could change age limits 
and eliminate deferments for veterans. 


Labor To Urge 
Higher Dividends 

A rumor that labor is going to attack 
management for ploughing back such a 
large percentage of earnings, is reported 
by The American Economic Foundation. 
The purpose would be to persuade the 
people who directly and indirectly own 
common stock that labor is their friend 
and management their enemy. 


Pointing out that what is currently re- 
ported as reserves is frequently required 
to replace outworn equipment at high 
prices, the Foundation asks: “Would the 
owners be better off in the long run to 
have tools wear out and not be replaced? 
Would the members of labor unions be 
better off?” 


$ 4,137,500.00 
Surplus and Undivided Profits - $15,935,106.02 
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TRUST COMPANY 
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TRUST PERSONNEL CHANGES 


CALIFORNIA 


Santa Barbara—At this branch of 
SECURITY-First NATIONAL BANK of Los 
Angeles, Andrew W. Birss and William 
C. Burton were appointed assistant trust 
officers. 


GEORGIA 
Macon—Charles E. Newton, Jr., vice 
president and trust officer of First Na- 
TIONAL BANK & TrRuST Co., has been 
elected a director. 


ILLINOIS 


Chicago—AMERICAN NATIONAL BANK 
& Trust Co. has elected Luther C. Dila- 
tush assistant trust officer in the trust 
investment division. Prior to joining that 
division of the bank in July, 1949, Mr. 
Dilatush was with Barrett Associates, 
Inc., New York City. 

Chicago—William G. Dahl, who was a 
vice president and director of the Metro- 
politan Trust Co., has been made a trust 
officer of LASALLE NATIONAL BANK, 
which recently acquired the former’s 
trust business. 

KENTUCKY 

Covington — Robert H. Taylor was 
elected an assistant trust officer of Cov- 
INGTON TRUST & BANKING Co. He was 
recently a national bank examiner. 


LOUISIANA 

Shreveport—Olin C. Peeler has become 
vice president and trust officer of Com- 
MERCIAL NATIONAL BANK. Mr. Peeler 
resigned as trust officer of FIDELITY 
BANK, Durham, N. C., prior to which he 
was trust officer of Kentucky Trust Co., 
Louisville, and had organized the trust 
department of the First National Bank 
& Trust Co., Lexington. He was the first 
president of the trust section of the 
Kentucky Bankers Association. 


COLORADO 

Colorado Springs—C. Keith Riddoch 
and John Irwin have been appointed 
assistant trust officers at FIRST NATIONAL 
BANK. 

MICHIGAN 

Detroit—Allen Crawford has resigned 
as vite president of BANKERS-EQUITABLE 
Trust Co. to become vice president of 
DETROIT BANK. In 1948-49 he was pres- 
ident of the Financial Public Relations 
Association. 

Detroit—Commander Dudley W. Apps, 
former senior assistant district legal of- 
ficer of the 12th Naval District, has 
joined the trust department of MANU- 
FACTURERS NATIONAL BANK. Commander 
Apps is a graduate of the University of 
Michigan Law School. 

Detroit—Paul E. Hurr, Walter S. 
Osius and Lester E. Zubrigg have been 
promoted from assistant trust officers to 
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assistant vice presidents and assistant 
trust officers at NATIONAL BANK OF DE- 
TROIT. They have served with the bank 
from 10 to 17 years. These promotions 
follow expansion of corporate trust work, 
where recent appointments included trus- 
teeships for Michigan Bell Telephone Co., 
Detroit Edison Co., Michigan Consol- 
idated Gas Co., Fruehauff Trailer Co., 
Detroit Steel Corporation, and transfer 
service for S. S. Kresge & Co. and 
Chrysler Corporation. 
MISSOURI 


St. Louis—SEcuRITY NATIONAL BANK 
SAVINGS & TRUST Co. advanced Wesley 
L. Johnson to vice president and trust 
officer. 

NEW YORK 

New York—Rob- 
ert W. Sinsabaugh 
has been appointed 
a trust officer of 
CHEMICAL BANK & 
Trust Co. Mr. Sin- 
sabaugh formerly 
was financial secre- 
tary of the Fire- 
men’s Insurance 
Co., Newark, N. J., 
in charge of their investments. He will 
be associated with the personal trust 
department. 

New York—Charles F. Piedmonte has 
been made a vice president at CIty BANK 
FARMERS TRUST Co., having been pro- 
moted from assistant vice president. 

New York—GUARANTY TRUST Co. ap- 
pointed Howard J. Carswell as manager 
of its publicity department, succeeding 
Samuel Culviner, Jr., who retired. Prior 
to World War II, Mr. Carswell was a 
newspaper reporter on business and 
finance, including eight years with the 
New York-World Telegram. Following 
his wartime service in the Army, he was 
a public relations executive in Washing- 





ROBERT W. SINSABAUGH 


ton, D. C., with the Bituminous Coal 
Institute. 
New York — 
George Bertrand 
Paull, vice  pres- 
ident of MARINE 


MIDLAND TRUST 
Co., has been elect- 
ed a vice president 
of Marine Midland 
Group, Ine. in 
charge of a newly 
created pensien 
trust division. The Marine Midland 
banks are presently managing a large 
number of pension trusts, but the special 
division was formed as the result of 
increasing demands from companies for 
information and service in this field. Co- 
ordination of the activities of the 19 





GEORGE B. PAULL 


Marine Midland banks through this new 
division will enable each of them to 
broaden the scope of its service. Mr. 
Paull continues as vice president of the 
trust company where he has for many 
years been in charge of its personal trust 
department. 





Rochester—LINCOLN-ROCHESTER TRUST 
Co. elected John Harvey an assistant 
secretary. Mr. Harvey is office manager 
of the trust accounting division, and 
joined the Lincoln Rochester’s tax depart- 
ment in 1947 after nineteen years prev- 
ious employment in bank work. 


NORTH CAROLINA 


Raleigh—Arthur W. Madison retired 
as trust officer of WACHOVIA BANK & 
TRusT Co. 


OHIO 


Cleveland—Nelson Friedman has been 
named assistant vice president in the 
estate planning division of the trust de- 
partment of CLEVELAND TRUST Co. Mr. 
Friedman has been with the bank in 
various trust analysis and tax capacities 
since 1937. He has conducted a course in 


federal taxation at Cleveland College 
since 1946. 
VERMONT 
Chester — Percy E. Heald, hitherto 


cashier and trust officer, has been elected 
president of NATIONAL BANK OF CHESTER, 
succeeding Paul W. Adams who retired 
but will now serve as vice president. Mr. 
Heald is succeeded as cashier by Roger 
H. Guild, who has been assistant cashier 
and assistant trsut officer. 
WISCONSIN 
Madison—BANK OF MADISON appointed 
Donald J. Beyer trust officer. A graduate 
of the University of Wisconsin Law 
School, Mr. Beyer is retiring secretary of 
the Fond du Lae Junior Chamber of 
Commerce. 


CANADA 


Toronto -— Hon. Leighton McCarthy, 
P.C., K.C., has resigned as chairman of 
the board of directors of NATIONAL TRUST 
Co. Limited, but will continue as a di- 
rector. Elected a director in 1921, Mr. 
McCarthy later became vice president, 
president and then chairman. He was 
Minister Plenipotentiary and the first 
Canadian Ambassador at Washington 
during the years 1941 to 1945. 

W. M. O’Connor, president, succeeds 
Mr. McCarthy as chairman of the board. 
He has been successively treasurer, es- 
tates manager, general manager and 
president of the company and will con- 
tinue as full-time executive of the com- 
pany. 

R. A. Laidlaw, a vice president, has 
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THE Hon. L. G. MCCARTHY 


been elected president. Well known 
throughout Canada, Mr. Laidlaw has 
wide interests in financial, industrial and 
charitable activities. He is a director of 
other important Canadian companies and 
chairman of the board of the Hospital 
dor Sick Children, Toronto. 
A A A 
IN MEMORIAM 


HEYWARD E. 
board of MARYLAND 
more. 

JOHN W. DESMOND, vice president and 
general counsel of First WISCONSIN 
Trust Co., Milwaukee. 

HENRY H. LEFFERTS, assistant trust 
officer in charge of new business, WASH- 
INGTON (D. C.) LOAN & TrRusT Co. 

WILLIAM B. LOERY, vice president and 
secretary in the trust department of 
BANK OF NEW YorkK & FIFTH AVENUE 
BANK. 


BoyckE, chairman of the 
Trust Co., Balti- 


WILLIAM W. SMITH, chairman, pres- 
ident and trust officer of First NATIONAL 
BANK in Medford, Mass. 


HERMAN M. SYPHERD, vice president 
and trust officer of GUARANTEE BANK & 
Trust Co., Atlantic City. 

DEAN C. TEXIDO, trust officer of FIRST 
NATIONAL BANK & Trust Co., New 
Haven. 

ALBERT L. A. TOBOLDT, assistant trust 
officer in charge of new business, TRADES- 
MEN’S NATIONAL BANK & TRUST Co., 
Philadelphia. 


W. M. O’CONNOR 


R. A. LAIDLAW 


BANK MERGERS, 
NAME CHANGES and 
TRUST POWERS GRANTED 


Hartford & Portland, Conn.—A pro- 
posed merger of RIVERSIDE TRUST Co., 
Hartford, with the PoRTLAND TrusT Co. 
has been approved by directors of both 
banks. 

Bedford, Ind.—CITIZENS TRUST Co. as- 
sets have been purchased by the CITIZENS 
NATIONAL BANK of Bedford. 

Evansville, Ind. — Stockholders of 
NortH SIDE BANK and OLD NATIONAL 
BANK have approved consolidation of the 
two institutions under the name of the 
latter. 

East Orange & Newark, N. J. — AM- 
PERE BANK & TRUST Co., East Orange, 
became a branch of the FIDELITY UNION 
TrusT Co. of Newark. 

Lockport, N. Y.—NIAGARA COUNTY NaA- 
TIONAL BANK & Trust Co. has absorbed 
the Somerset National Bank of Barker, 
N. Y., and will operate it as a branch. 

New York, N. Y. — Stockholders of 
TITLE GUARANTEE & TRUST Co. approved 
by two-thirds majority the sale of its 
banking department to BANKERS TRUST 
Co., as previewed last month. 


White Plains, N. Y.—CITIZENS BANK 
has been absorbed by the CoUNTYy TRUST 
Co. and will be operated as a branch of 
the Citizens with the same personnel. 
Charles W. Hallock remains as vice pres- 
ident and trust officer. 
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Pittsburgh, Pa.—CoLONIAL TRUST Co. 
acquired the Keystone National Bank. 


Wakefield & Providence, R. I.—Stock- 
holders of WAKEFIELD TRUST CoO. ap- 
proved the sale of that company to 
PROVIDENCE NATIONAL BANK. The Wake- 
field office opened on July 17 as the trust 
branch of Providence National Bank. 


Amarillo, Texas—AMARILLO NATIONAL 
BANK has been granted trust powers, and 
William O. Mullins has been elected vice 
president and trust officer. Mr. Mullins 
formerly was a bank examiner, and was 
with the Continental National Bank of 
Fort Worth for twelve years. 

Childress, Texas — First NATIONAL 
BANK has been granted trust powers 
under the Federal Reserve Act. 

Pulaski, Va.—PULASKI TRUST Co. has 
been absorbed by the PEOPLES NATIONAL 
BANK of Pulaski. 


A A A 


NEW STATE VICE PRESIDENTS 
TRUST DIVISION, ABA 


(Not previously reported) 


Conn.—Joseph Valentine, vice president 
& trust officer, Bristol Bank & Trust 
Co. 


D. of C.—Justin D. Bowersock, executive 
vice president, Union Trust Co. 
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Idaho—L. V. Groves, assistant cashier, 
Twin Falls Bank & Trust Co. 

Maine—Erwin S. Anderson, president, 
Merchants National Bank of Bangor 

Mass.—Charles Weston, vice president, 
Old Colony Trust Co., Boston 

Minn.—Chester D. Seftenberg, vice pres- 
ident, First & American National 
Bank, Duluth 

Miss.—A. B. Cook, vice president and 
trust officer, Citizens Bank of Hatties- 
burg 

Nev.—Walter J. Tobin, president, Secur- 
ities National Bank of Reno 

N. H.—James S. Barker, trust officer, 
Indian Head National Bank, Nashua 

N. Y.—James M. Trenary, vice president, 
United States Trust Co., New York 
City 

Ore.—Lawrence L. Clark, trust officer, 
First National Bank, Portland 

R. I.—Malcolm E. Read, vice president, 
Industrial Trust Co., Providence 


Utah—J. B. Christensen, cashier, Walker 
Bank & Trust Co., Salt Lake City 
Vt.—Earl A. Boyce, vice president and 
treasurer, Proctor Trust Co. 

Va.—Jack H. Baskerville, vice pres- 
ident & trust officer, First & Merchants 
National Bank, Richmond 

Wash.—W. J. Bieri, vice president & 
trust officer, Washington Trust Co., 
Spokane 

Wis.—S. M. Driessen, vice president, 
Marshall & Ilsley Bank, Milwaukee. 





That is 10,000 silver dollars and a_ book- 
keeper of the Central National Bank of 
Cleveland. The latter is getting ready to 
distribute the former to delegates of the 
American Founderymen’s Society which held 
its recent convention in the Ohio city. Ar- 
ranged in cooperation with the Cleveland 
Convention and Visitor's Bureau, the dis- 
tribution was prepared to show the velocity 
of the convention dollar in local trade 
channels. The delegates were asked to ex- 
change their money for the silver dollars at 
a booth staffed by Central National tellers 
at the Public Auditorium, and to spend them 
in the city. The 10,000 iron men were gone 
in two and a half days. 








THE NEW LOOK IN FINANCIAL HOMES 


= OREO Serve “ : sa 
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Before undertaking its thoroughgoing modernization program, the Union Trust Co., of 

Washington D. C., was as impressive a bank as any, in a conventional sort of way. The 

transformation shown above changed the institution from one with cool, slightly forbidding 

appearance to a place of warm, friendly dignity. Modernization was under the direction 
of the Bank Building & Equipment Corporation of America. 


546 





NEWLY ELECTED OFFICERS OF 
CORPORATE FIDUCIARY ASSNS. 


Trust Company Section, Delaware Bank- 
ers Assn.: 
Chm.: George E. Dutton, Jr., Equit- 
able Trust Co., Wilmington 
V-Chm.: Ira S. Pruitt, Security Trust 
Co., Wilmington 
Treas.: Edward W. Hagemeyer, Farm- 
ers Bank, Wilmington 
Fiduciaries Section, District of Columbia 
Bankers Assn.: 
Chm.: Herman G. Lauten, National 
Savings & Trust Co. 
V-Chm.: Frederick L. Church, Jr., 
Riggs National Bank 
Sec-Treas.: Warren Nussbaum, Ham- 
ilton National Bank 
Trust Division, Kentucky Bankers Assn.: 
Pres.: John W. Woods, Jr., Third Na- 
tional Bank of Ashland 
V-Pres.: H. 
Trust Co., Lexington 
Sec.: J. R. Miller, Citizens Fidelity 
Bank & Trust Co., Louisville 
Fiduciaries Section, Tennessee Bankers 
Assn.: 
Pres.: F. Curtis Allen, Hamilton Na- 
tional Bank, Knoxville 
V.P.’s: Charles F. Emerson & Fitzger- 
ald Parker, Nashville 
Sec.-Treas.: Miss Elsie Parker, South- 
ern Trust Co., Clarksville. 


BRIEFS 


Los Angeles, Cal.—Rod Maclean, as- 
sistant vice president of UNION BANK & 
Trust Co., was elected president of the 
newly organized Southern California 
Bank Advertisers Association, while 
George Clark, advertising manager of 
FARMERS NATIONAL BANK, was elected 
vice president. 


San Francisco, Cal.—Martin P. Conlan, 
trust officer of BANK OF AMERICA N.T. 
& S.A., has been elected chairman of the 
trustees’ committee of the San Francisco 
Foundation, succeeding Laurence H. 
Tharp, vice president and trust officer 
of Anglo California National Bank, who 
had been chairman of the committee since 
the Foundation’s inception two years ago. 


Memphis, Tenn.—The trust depart- 
ment of the Union Planters National 
Bank and Trust Co. will handle the funds 
of the city retirement system under a 
recently approved contract which pro- 
vides that the bank will receive an an- 
nual fee of $1.00 for each $1,000 of 
securities handled for the first $500,000, 
and 75c per $1,000 for the excess. The 
law restricts investments to obligations 
of the Federal, State, city and county 
governments. 
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CURRENT LITERATURE NOTES 


Books 


What’s Behind a Financial Statement 


R. G. RANKIN. Doubleday & Co., Garden City, 

N. Y. 160 pp. $2.00. 

The author is well-prepared to present 
in this book accounting procedures and 
principles in laymen’s terms, based on 15 
years in reviewing loans for examination 
of leading banks and trust companies. As 
one of the country’s best-known C.P.A.’s 
the author gives the rudiments of ac- 
counting in broad outline and thus lays 
the foundation for the technical subjects 
discussed later in the book. Well devel- 
oped are procedures in analyzing product 
cost, inventory, depreciation and reserve. 
He covers the questions of provision to be 
made, if any, for future losses on high- 
priced inventories, excess cost of fixed 
assets acquired at high prices and depre- 
ciation computed on actual rather than 
present-day replacement costs of fixed 
assets. Treated also are the principles 
governing statements of income and sur- 
plus, and the balance sheet. This book 
should find a ready place on the shelf of 
investors and executives dealing in grant- 
ing credit. 


Public Relations in Management 


J. HANDLY WRIGHT and BYRON H. 
CHRISTIAN. McGraw Hill, New York. 284 pp. 
$3.25. 

Taking as a text a statement by James 
P. Selvage, public relations counsel, “I 
affirm with confidence that tomorrow be- 
longs to the man who thinks in terms of 
the public . . .” the authors have con- 
structed a book that can be of great help 
to the business man or the worker in the 
field on the planning and conduct of 
sound public relations. Drawing on case 
histories, the book is a guide to those who 
wish to set up or analyze a program 
reaching not alone the general public but 
also those within the organization. It pro- 
vides the executive with a foundation for 
analyzing his own program on the basis 
of sound principles and procedures. While 
the base is a broad one, the book also 
gives wise counsel in community rela- 
tions, trade associations, government and 
politics and labor. 


The Epic of American Industry 


JAMES BLAINE WALKER. Harper & Broth- 

ers, New York. 531 pp. $5.00. 

In an easy-to-read but thoroughgoing 
account of the rise of industry, commerce, 
communications and business in America, 
the author has put together an absorbing 
document that throws fresh light on 
forces which have advanced our national 
aspiration for freedom and abundance. 
As lawyer and _ industrialist-historian, 
Mr. Blaine reflects deep study and broad 
understanding of the basic characteristics 
of the American’s drive, enterprise and 
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ingenuity. While the book may be said to 
start at Jamestown, the first chapter 
actually deals with business in 17th cen- 
tury England, goes on to discuss why the 
colonists came to this country, and moves 
through the dramatic story of industry 
up to events leading to the remarkable 
achievements of World War II. The book 
makes excellent reading, fills in many a 
gap for those interested in how business 
got to be the way it is, and could well 
serve as a reference piece for those 
charged with the writing of business arti- 
cles and speeches. 


The Economic Almanac for 1950 


Nationa! Industrial Confer-nee Poard, Now 
York. 663 pp. Cloth bound, $5.00; paper 
bound, $4.00. 


The tenth edition of this Almanac con- 
tains more than 700 tables of information 
on business, finance, government and 
labor. New tables this year number 107 
with all tables well annotated. The gloss- 
ary of terms used in business reports is 
twice as large as in previous years. 
Authoritative data is presented on: pro- 
duction, consumption, savings, national 
income, individual industries, taxes, in- 
vestment, personal income, prices and 
profits, government spending, population, 
wages, executive compensation, employ- 
ment and manufacturing. Executives 
should find this a valuable book both for 
reference and in preparation of analyses, 
reports and speeches. 


ARTICLES 


Sins of Oversight in Wills and Trusts 


PAUL B. SARGENT. Boston Univ. Law Re- 
view, June. 


This useful article lists and discusses 
drafting mistakes arranged as to simple 
wills, testamentary and living trusts. 
There is also an outline of sins, with 
citations. Among the errors are: failure 
to take afterborn children into consider- 
ation; omission of tax apportionment 
provisions; inadequacy of executorial 
powers; limitation of life tenant to in- 
come only; failure to provide for suc- 
cessor fiduciaries; ignorance of tax con- 
sequences of powers of appointment; 
failure to provide for expenditures for 
as well as payments to beneficiaries. 


The Defeasibility of Dower 


GEORGE L. HASKINS. Univ. of Pennsylvania 
Law Review, May. 


Common law dower exists in some form 
in about half of the states, and in nearly 
all of these there is recognized and pro- 
tected an inchoate right of dower during 
marriage. While the Restatement of 
Property takes the view that the concep- 
tion of dower as a derivative interest con- 
trols in those situations where the hus- 


band’s estate may terminate because it 
is less than a fee simple or because it is 
a fee simple defeasible, there are certain 
instances in which the courts had not 
adhered to this concept. This article ex- 
amines in detail the effect upon dower of 
the expiration or divesting of the hus- 
band’s estate, and suggests legislative 
consideration. 


OTHER ARTICLES 


The Death of a Partner and the Fed- 
eral Income Tax: Note, Columbia Law 
Review, May. 

Taxation of Life Insurance, by Sam- 
uel J. Foosaner: Life Association News, 
July. 

Dower: Estoppel by Widow’s Election 
under Will: Note, Florida Law Review, 
Summer. 

Some Recent Statutory Changes in the 
Law of Perpetuities (Mich., Ind., Wyo., 
Pa., Ala.,. Ill., Minn.): Note, Michigan 
Law Review, June. 

Mueller Co. v. Commissioner (Tax Ex- 
empt Status of Business Run by Uni- 
versity), by Edward T. Roehmer: N. Y. 
Certified Public Accountant, July. 

Probate of Wills in Pennsylvania, by 
A. J. White Hutton: Dickinson Law Re- 
view, June. 

Techniques of Avoidance of Interna- 
tional Double Estate Taxation, by George 
R. Sherriff: Jbid. 

Trends in Federal Estate and Gift 
Taxes, by Selden S. McNeer: Taves, 
July. 

Planning the Estate, by Henry Cooper: 
Ibid. 


Marital Settlements and Federal Tax- 
ation, by Joseph H. Murphy: Washington 
Univ. Law Quarterly, Spring. 

Capacity of Executors and Administra- 
tors to Sue in Foreign Jurisdiction: 
Note, Columbia Law Review, April. 

Stockholders’ Agreements in the Close- 
ly Held Corporation, by George D. Horn- 
stein: Yale Law Journal, May. 


A A A 


Supplement on Titles 


The 1950 supplement of Patton on 
Titles is now available. This excellent 
treatise, originally written in 1943, by 
the noted title lawyer, R. G. Patton, 
referee and title examiner of the District 
Court of Minneapolis, is thus brought up 
to date with the assistance of his son 
Carroll. In addition to reporting the lat- 
est statutory and judicial developments, 
the pocket part discusses new topics. 
Among the latter are probate sales and 
joint tenancy estates. Vernon Law Book 
Co. of Kansas City, Mo., is the pub- 
lisher. 
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INCOME TAX 


Trust not taxable as corporation. In 
1932 American Participations-Trust was 
established. Trust Agreement provided 
that American Participations, which 
was known as depositor, would solicit 
funds from public for purchase of in- 
terest in designated stocks deposited, or 
to be deposited, with trustee. Plan also 
provided for issuance of certificates 
which, when properly authenticated and 
registered by trustee, were conclusive 
evidence of certificate holder’s right to 
participate in benefits wnder Agree- 
ment. Commissioner determined that 
trust was an association taxable as a 
corporation. 

HELD: Trust not an association tax- 
able as a corporation. Powers granted 
by trust agreement to trustee, rather 
than extent to which they are used, de- 
termines whether or not trust consti- 
tutes association taxable as corporation. 
Here there were no unusual powers 
granted to or exercised by trustee, or 
depositor, or both combined. Only powers 
trustee had were those incidental to 
preservation of trust property, collec- 
tion of income therefrom and its distri- 
bution to holders of trust certificates. 
American Participations, City National 
Bank and Trust Co., Trustee v. Comm., 
14 T.C. No. 170, June 30. 


Income of decedent paid to estate tax- 
able to estate. Two brothers were each 
receiving a salary of $1,500 a month at 
the time of their deaths in 1944, Both 
were widowers. Corporation employer 
continued their salaries to their estates 
for twelve months after their respective 
deaths. Executors, believing that pay- 
ments were gifts, did not include them 
in income tax returns of estates. Com- 
missioner d:ctermined that amounts 
were taxable to estates under Sections 
22 (a) and 126 of Internal Revenue 
Code. 

HELD: Payments taxable to estates. 
Payments made to estates would un- 
doubtedly have been taxable to decedents 
as compensation for past services if 
they had been living when payments 
were made. While there was no contract- 
ual obligation on part of corporation to 
pay salaries after decedents’ deaths, 
since such salaries were paid to estates 
they constituted taxable income _ to 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Tax Attorney, Newark, New Jersey 


estates. Case was distinguishable from 
that of Louise K. Aprill, 13 T.C. 707, 
where payments were made to decedent’s 
widow. Est. of Bausch v. Comm., 14 T.C. 
No. 165, June 30. 


Insurance premiums paid by husband 
on his life not deductible as alimony 
payments. Taxpayer, in separation agree- 
ment subsequently adopted by decree of 
divorce, agreed to pay $100 per week for 
support and maintenance and to make 
ex-wife irrevocable beneficiary, for life 
or until remarriage, of insurance poli- 
cies on his own life. Insurance amounted 
to $65,000, and, upon his death, wife 
was to be paid therefrom sums not to 
exceed $5,200 annually. Taxpayer de- 
ducted premiums paid on insurance poli- 
cies as alimony payments. 

HELD: Premiums not deductible. 
Provisions of settlement and decree re- 
lating to insurance merely constituted 
security for continued performance of 
taxpayer’s obligation of support after 
his death. Insurance feature of agree- 
ment did not give wife more than $5,200 
for period during which she was en- 
titled to receive it. Blumenthal v. Comm., 
C.A.-3, June 27, 1950. 

Similar conclusion was arrived at as 
to premiums paid on life insurance poli- 
cies placed in escrow to insure payment 
of alimony. As to another policy which 
was delivered to wife and under which 
she was irrevocable beneficiary, premi- 
ums were held deductible. Carmichael v. 
Comm., 14 T.C. No. 154, June 30. 


Income from irrevocable trust taxable 
to beneficiary. Trust created in 1934 
provided that income was payable to 
decedent for life and upon her death to 
grantor’s wife. If wife predeceased life 
tenant, trust property reverted to 
grantor’s estate. For years 1943, 1944, 
1945, and period from January 1, to De- 
cember 23, 1946, date of her death, de- 
cedent filed no income tax returns. Ad- 
ministratrix filed returns for’ those 
years but did not include income received 
by decedent from trust. Commissioner 
included amounts received from trust in 
decendent’s income. Decedent’s admini- 
stratrix resisted on ground that since 
trust property could revert to grantor, 
trust was revocable and income there- 
from was taxable to grantor under Sec- 
tion 166 of Code. 


HELD: Trust irrevocable; income tax- 
able to beneficiary. The grantor did not 
retain any power of revocation. He was 
not trustee. Broad powers of manage- 
ment and control granted to trustee, 
which was independent corporate trus- 
tee, were for benefit of beneficiaries. 
Preston Est. v. Comm., 14 T.C. No. 158, 
June 30. 


Indebtedness incurred to purchase life 
insurance on lives of two principal stock- 
holders not includible in equity invested 
capital. Taxpayer corporation procured 
life insurance policies for $100,000 each 
on lives of two principal stockholders. 
Policies were single premium type en- 
tailing total premium cost of $115,456. 
To finance policies, two six-year loans 


totaling $97,500 were obtained from 
bank and policies assigned to it as 


collateral. In January 1946, trust was 
created providing that two stockholders 
would deposit their stock with trustee 
and that trustee would purchase stock 
of first stockholder to die, at stipulated 
price. Instrument provided that funds 
for purchase of stock would be made 
available by assignment to trustee of 
two groups of insurance policies in- 
cluding said single premium payment 
contracts. In computing taxpayer’s ex- 
cess profits credit based on invested 
capital Commissioner excluded from 
borrowed invested capital amount bor- 
rowed to purchase single premium life 
insurance policies. 

HELD: Commissioner sustained. Reg- 
ulations provide that to be includible in 
borrowed invested capital, an indebted- 
ness must be (1) bona fide, and (2) in- 
curred for business reasons. Transac- 
tion here did not meet second require- 
ment. Policies were purchased as part 
of stock purchase plan for personal in- 
terests of taxpayer’s two principal stock- 
holders and not for any business pur- 
pose of corporation itself. The Emaloid 
Co., Ine. v. Comm., 14 T.C. No. 148, June 
27. 


Trust created for benefit of minor 
children and subsequently used to form 
partnership, held valid for income tax 
purposes. At instance of his wife, in 
consideration for her note, taxpayer con- 
veyed a fraction of his interest in land, 
which he owned jointly with several 
others, to her as Trustee. Trustee was 
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given power to sell property and rein- 
vest proceeds. Trust was_ irrevocable 
and principal was to be delivered to 
beneficiaries upon their becoming of age. 
Subsequent to creation of trusts, tax- 
payer, his wife as trustee, and other co- 
owners of property formed partnership 
to prevent discord in development of 
properties. Commissioner refused _ to 
recognize either trust or partnership 
and taxed trust income to taxpayers. 

HELD: Both trust and partnership 
were valid for tax purposes and tax- 
payer was not taxable on rental income 
received by trust. After creation of 
trusts taxpayer did not attempt to ex- 
ercise any control over any of trust 
properties or income from trusts. There 
was no basis for treating this as family 
partnership. Partnership was formed in 
good faith for purely business purposes. 
Maiatico v. Comm., C.A., Dist. of Col., 
June 19. 


Deductibility of contributions to profit- 
sharing plan. Taxpayer corporation es- 
tablished a _ profit-sharing plan which 
was approved by Commissioner of In- 
ternal Revenue. Plan called for annual 
contribution by taxpayer of 15% of 
compensation otherwise paid or accrued 
during company’s fiscal year to partici- 
pants and employees eligible to become 
participants. Annual contribution, how- 
ever, could not be in such amount as 
to reduce by more than 25% net profits 
after deducting annual dividend require- 
ments. For taxable years 1944 and 1945 
taxpayer contributed the amounts of 
$40,082 and $39,855 to plan. These 
amounts were exactly 15% of compen- 
sation paid or accrued during taxable 
years. Commissioner reduced amounts 
deductible to approximately $17,718 
each. Conflict arose from fact that, in com- 
puting “net profits” as defined by plan 
which cannot be reduced by the con- 
tribution by more than 25%, taxpayer 
included as Federal tax expense a 
hypothetical figure arrived at by deter- 
mining what Federal taxes would be if 
there were no deduction for the contri- 
bution. Commissioner arrived at “net 
profit” figure by deducting as an ex- 


.\ 


pense actual Federal taxes due if a con- 
tribution was made. 

HELD: Commissioner sustained. Only 
payments required by terms of plan 
may be deducted. Purpose of 15% limit- 
ation is only to set the maximum amount 
which may be deductible. It does not 
mean that even though plan requires 
certain contribution to be made, any 
payment in excess of that requirement 
may be deducted if it does not result 
in total deduction greater than 15% 
of compensation of plan’s participants. 
Wooster Rubber Co. v. Comm., 14 T.C. 
No. 135. June 20. 


Income from discretionary trusts dis- 
tributable at discretion of trustees tax- 
able to beneficiaries. Mother and father 
each created three irrevocable trusts, 
one for benefit of each of their three 
sons, transferring $1,000 to each trust. 
In addition, each gave $4,000 to each 
son. Trusts then purchased parents’ in- 
terest in two businesses which were 
thereafter operated by six trusts in 
partnership with the first son (in his 
own right). First son was trustee of 
two trusts for second son, and second 
son was trustee of two trusts for third 
son. Distribution of trust income was 
to be made at discretion of trustee in 
each case. Commissioner determined that 
income from partnership was taxable to 
three brothers as beneficiaries. 

HELD: Income taxable to beneficiar- 
ies and not to trusts. Although distribu- 
tions of trust income were to be made 
at “discretion” of trustees, intention 
of grantor was that beneficiaries could 
have that portion of trust income re- 
quested, and that diseretionary provi- 
sion was more in nature of safeguard 
to be withheld unless family considera- 
tions dictated its enforcement. Evidence 
indicated that beneficiaries requested 
and got such amounts of trust income 
as they desired. Flato v. Comm., 14 T.C. 
No. 141, June 22. 


ESTATE TAX 


Valuation of minority interest in close 


corporation determined largely from 
earnings. In estate at time of death 
of 
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were 130 shares of stock of close corpo- 
ration, valued at $500 per share on 
estate tax return. Commissioner revised 
this valuation to $1,000 per share and 
assessed deficiency. Total stock out- 
standing was 750 shares. None of stock 
had been sold for many years, nor was 
it listed on any exchange. Witness for 
estate contended that although book 
value of stock was $953.26 per share, 
decedent had only a minority interest 
which was literally “locked into the 
company.” He considered balance sheets 
and profit and loss statements for ten 
years and arrived at value of $500 per 
share. 


HELD: Value is $900 per share. Cer- 
tain elements existing within corporate 
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structure might have tendency to’ reduce 
value of stock below book value, but not 
to extent contended by estate. Witness 
for estate failed to give any considera- 
tion to possibility that company would 
continue to earn money and pay divi- 
dends after decedent’s death as it did 
for years before. More accurate gauge 
of value of stock was average yearly 
earnings for period 1940 to 1944 or 
1945. Est. of Helmers v. Comm., T.C. 
Memo, June 20. 


Assignment of insurance policies to 
wife to place proceeds beyond reach of 
possible judgment creditors, not made 
in contemplation of death. Decedent, suc- 
cessful practicing physician, took out 
insurance on his life. His practice con- 
sisted almost entirely of referred surge- 
ry of difficult and critical nature. He 
was fearful that some day he might 
be sued for malpractice and desired to 
place certain insurance policies on his 
life beyond reach of possible judgment 
creditors. He inquired of insurance 
companies as to how this could be done 
and whether proceeds would still be 
subject to estate tax. Pursuant to in- 
formation received, taxpayer assigned 
four policies to wife. At time of trans- 
fer, taxpayer was 47 years old. Upon 
his death eight years later, Commission- 
er determined that transfers had been 
made in contemplation of death and in- 
cluded entire proceeds in estate. 


HELD: Policies not transferred in 
contemplation of death. Only that pro- 
portion of proceeds attributable to pre- 
miums paid after. January 10, 1941, is 
includible in estate, (that date being 
time when premium payment was made 
a basis for including insurance in 
estate). Evidence indicated that gift of 
insurance contracts was dictated by two 
motives: desire associated with life, 
namely, to put property beyond reach 
of possible judgment; and one associ- 
ated with death, to immunize estate 
against tax. Inclusion of property with- 
in estate depends upon which motive 
predominated. Dominant motive here 
consisted of desire to place property be- 
yond reach of possible judgment creditor, 
and thus protect the family. Est. of Hunt 
v. Comm., 14 T.C. No. 34, June 15. 


Survivor’s pension payable to deced- 
ent’s widow not taxable as transfer to 
take effect at death. Between time of his 
retirement and his death decedent re- 
ceived $29,500 under pension plan pro- 
viding that employee’s widow would re- 
ceive pension of $3,000 annually after 
decedent’s death. Commissioner included 
$27,789 in decedent’s estate, represent- 
ing value of pension to be paid to wi- 
dow, as transfer to take effect at death. 

HELD: No transfer made to take 
effect at death; commuted value of 
wife’s pension not includible in dece- 
dent’s estate. Neither decedent nor his 
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wife had any fixed and enforceable 
rights which were not subject to revo- 
cation or modification. Decedent had no 
election under plan in respect to naming 
his wife as_ surviving pensioner or 
amount of pension she might receive 
upon his death. Est. of Gordon v. Comm., 
T.C. Memo, May 31. 


Trust with life income and power of 
invasion not includible in decedent’s 
estate. Decedent transferred property in 
trust in 1928 providing for payment of 
stipulated amount to her children with 
balance of income payable to her. Upon 
death of decedent and children, principal 
was payable to issue or heirs at law 
of children. Decedent also directed that 
principal could be invaded if necessary 
for comfort, well-being or education of 
any of beneficiaries. 


HELD: Transfer not made in con- 
templation of death. Although superfici- 
ally it might appear that some of ele- 
ments indicate that decedent’s impelling 
motive for transfers was thought of her 
own death, more penetrating examina- 
tion of circumstances leads to opposite 
factual conclusion. Est. of Higgins v. 
Comm., T.C. Memo, June 2. 


Declaration in will that property was 
community property not controlling. De- 
cedent, California resident who died in 
1941, declared in his will that all prop- 
erty owned by him had been acquired 
since marriage in 1904 and was com- 
munity property. Upon his death Com- 
missioner determined that 80% of com- 
munity property of decedent and his 
wife was pre-1927 community property, 
with respect to which wife did not have 
vested interest, so that all property of 
such type was includible in estate. 


HELD: Commissioner sustained. 
While will declared that all decedent’s 
property was community property, it did 
not declare that all or any part thereof 
was new type community property. It 
was silent about types of community 
property and about converting one type 
into another. For that reason will was 
ineffectual for purpose of effecting con- 
version from pre-1927 to post-1927 com- 
munity property. Crocker First National 
Bank v. United States, C.A.-9, June 29. 


Transfer at advanced age held substi- 
tute for testamentary disposition. Dece- 
dent, in 1936 when 72 years of age, 
transferred in trust certain shares of 
stock owned by him and filed gift tax 
return showing value of $25,929. Com- 
missioner increased this to $55,416, to 
which decedent agreed. Decedent and 
wife were named trustees. Income of 
trust was to be accumulated during his 
lifetime and thereafter, income was to 
be paid to wife. Principal of trust was 
distributable upon death of survivor of 
decedent and wife. Commissioner in- 
cluded value of trust in decedent’s estate. 


HELD: Commissioner sustained. 
Terms of trust paralleled to consider- 
able extent terms of will. This and other 
facts indicated that transfer was made 
in contemplation of death and as sub- 
stitute for testamentary disposition. Est. 
of Gidwitz v. Comm., 14 T.C. No. 144, 
June 23. 


Legal fees incurred in connection with 
revocable trust deductible from estate. 
In April 1946, four months before her 
death, decedent created revocable trust. 
Income was payable to herself for life, 
then to three nephews and nieces, with 
principal over to her grandnieces and 
grandnephews. Value of property was in- 
cluded in estate, less deduction for com- 
missions and attorney fees incurred in 
connection with administration of trust. 
Commissioner disallowed deduction for 
legal fees on ground they were not 
charges against estate for estate tax 
purposes, not having been incurred be- 
fore decedent’s death. Trustee’s account 
was filed one year after decedent’s death 
and allowance 
that time. 

HELD: Expenses incurred allowed as 
deduction. If corpus of trust was to be 
included in estate for purpose of taxa- 
tion, it was inconsistent to deny deduc- 
tion for expenses involved in determin- 
ing decedent’s net estate. It was neces- 
sary, under State law, to have an ac- 
counting after decedent’s death, and it 
was not until then that net estate could 
be determined. Estate of Haggart v. 
Comm., C.A.-3, June 5. 


made for legal fees at 


Property transferred to remove objec- 
ticns to marriage not  includible in 
estate at death. Decedent transferred 
property for benefit of his children and 
sister, prior to his contemplated second 
marriage. Transfers were made for pur- 
pose of guaranteeing payment of dece- 
dent’s indebtedness to his sister and of 
providing for his children in advance 
of second marriage in order that any 
objection might thereby be moved. De- 
cedent died five years later at 81. 

HELD: Transfers not made in 
templation of death; property not in- 
cludible in decedent’s estate. Decedent 
had life rather than death in his mind. 
Tax Court’s contrary decision was drawn 
“from inferences which fail to take the 
realities of life into proper considera- 
tion.” Estate of Gillette v. Comm., C.A.-9, 
June 4. 


con- 


U. S. Bonds issued after March 1, 1941 
not includible in estate of non-resident 
not engaged in business in U. S. Dece- 
dent died a non-resident alien not en- 
gaged in business within United States. 
Estate included United States bonds is- 
sued after March 1, 1941. Executor in- 
cluded them in estate tax return and 
paid tax thereon. After decision in Jan- 
dorf case, 171 Fed. (2d) 464, suit for 
refund was brought. 
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HELD: Refund granted. Jandorf de- 
cision by Court of Appeals for Second 
Circuit was directly applicable to in- 
stant case. Although Tax Court in de 
Guebriant case, 14 T.C. No. 79, held 
that U. S. bonds issued after March 1, 
1941 were includible in estate of non- 
resident alien, Tax Court had been re- 
versed by Second Circuit in Jandorf 
case. Since New York District forms 
part of Second Circuit, Court felt bound 
by that decision. Chemical Bank & Trust 
Co. v. Pedrick, D.C., So. D. N. Y., 
May 19. See likewise, Pennsylvania Co. 
v. United States, D.C., E.D. Pa., June 13. 


GIFT TAX 


Payment of one half salary to wife 
is not a taxable gift under California 
Law. Taxpayer, resident of California, 
made oral agreement with wife in 1939 
to divide equally all community property 
owned by them. Taxpayer, for many 
years prior to 1939, followed practice 
of paying her half his salary. He con- 
tinued this practice after 1939 agree- 
ment. For 1943, 1944, and 1945, Com- 
missioner determined that taxpayer had 
made taxable gifts to wife of half his 
salary, relying upon Section 1000(d) of 
Code as applying to a division of com- 
munity property between husband and 
wife into separate property of each, and 
to transfer, by husband and wife, of 
any part of such community property 
of either spouse. Tax Court held regu- 
lation invalid. 


HELD: Affirmed. No transfer of in- 
terest occurred in conversion from com- 
munity to separate property in years 
1943, 1944 and 1945. Even if this were 
a transfer, property received in ex- 
change therefor by each spouse was of 
equal value in money or money’s worth 
to property transferred. Husband was 
relieved of administration of estate twice 
as large as he received, which large 
estate he could not dispose of adversely 
to the interest of wife. He also received 
separate ownership of his half which 
he could dispose of as he wished. Simi- 
larly, wife gave up right to have hus- 
band’s administration free of cost to 


her held for her unfettered disposition. 
This constituted adequate and full con- 
sideration in money or money’s porth. 
Comm. v. Mills, C.A.-9, June 6. 


RULINGS AND NEWS 


An income tax convention between 
Canada and United States, modifying 
and supplementing present convention 
for purpose of avoiding double taxation, 
was signed in Ottawa, June 12. Upon 
exchange of ratifications the provisions 
of supplementary convention will be- 
come effective only with respect to tax- 
able years beginning on or after the 
first day of January, of the calendar 
year in which exchange of ratification 
occurs. 


The Secretary of the Treasury has 
issued a ruling, pursuant to an Execu- 
tive Order, to aid Senate Special Com- 
mittee to investigate organized crime in 
interstate commerce. Under ruling, in- 
come, excess profits, capital stock, estate 
and gift tax returns for any period to 
and including 1949 are open to inspec- 
tion by Special Committee or a duly 
authorized sub-committee. 7.D. 5793, 
June 17. 


The Revenue Bill of 1950, which as 
passed by the House would have made 
several changes in estate taxation as 
well as income tax revisions pertinent 
to the fiduciary interest, has been shelved 
as a result of the Korean War. A new 
bill is being considered which will prob- 
ably preserve these sections. H.R. 8920. 


Profit Sharing Regulations 
Recalled 


Regulations issued early this year de- 
fining the term “bona fide profit sharing 
plan or trust” under the Wage and Hour 
Act have been recalled by the Adminis- 
trator. Pending promulgation of new 
regulations, the Administrator has rec- 
ommended submission of new plans to 
the Wage-Hour Division for approval. 


CHARTERED 18853 


United States Crust Company of New York 


45 WALL STREET, NEW YORK 


~_ 


Fan OVER 95 years the efforts of this Company have been 
directed specifically towards the administration of estates and 


trusts and the management of property in all fiduciary capacities. 


New York Clearing House Association 


Aucust 1950 


Federal Reserve System 





Federal Deposit Insurance Cerperation 


LEGISLATION 


NEW JERSEY 


Ch. 221: Validates conveyances of real 
property from one spouse to the other. 

Ch. 297: Provides that settlor’s right 
to income or principal of trust shall be 
freely alienable and subject to creditors’ 
claims. 

Ch. 312: Extends authority to register 
securities in name of nominee to trust 
institutions incorporated under laws of 
another state and authorized to act in 
New Jersey. 

S.B. 268: Provides for apportionment 
of Federal estate taxes. 

S.B. 314: Permits trustees to retain 
non-legal investments originally received 
under a deed of trust, to conform to law 
governing executors and testamentary 
trustees. 


A A A 


Foreign Fiduciary in Arkansas 


A foreign corporation is authorized to 
act as fiduciary in Arkansas if it is em- 
powered by its charter to act as fiduciary, 
and if qualified to transact business in 
the state and if named in the will or 
by the court in the absence of higher 
priority appointee, according to a recent 
ruling by the Attorney General’s office 
to Prentice-Hall. 


MEREDITH 
GALLERIES 


110-114 East 58TH STREET 
NEW YORK 22, N. Y. 
PLAZA 3-0572 


SALES AT PUBLIC AUCTION 
FOR ESTATES OR INDIVIDUALS 


ANTIQUES, FURNITURE, 
FURNISHINGS, PORCE- 
LAINS, PAINTINGS, 
RUGS, SILVER, JEWELRY, 


etc . 


LITERARY PROPERTIES. 
ACCEPTED APPRAISERS 
FOR INHERITANCE TAX, 
INSURANCE, etc. 


Bank References Upon 
Request 


Under the Personal Supervision 
of 
Mr. BRADLEY DELEHANTY & 
Mr. STANLEY SOLON 
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RECENT FIDUCIARY DECISIONS 


ADOPTION — Descendants Not Per- 
mitted to Take Shares as Both Nat- 
ural and Adoptive Heirs 


Missouri—Supreme Court, Div. I. 
Mississippi Valley Trust Co. v. Walsh, 229 S.W. 
(2d) 675. 

Testator died in 1923, survived by six 
children and three grandchildren, the 
latter being the children of a deceased 
daughter. One-seventh of his residuary 
estate was bequeathed directly to five of 
his surviving children. One-seventh was 
left in trust for the three children of the 
deceased daughter. The remaining one- 
seventh was left in trust for a son of 
testator during the lifetime of the son, 
remainder to the son’s descendants, and 
if none, then “per stirpes to my then 
heirs at law under the laws of Mis- 
souri.” 


In 1925, the three children of testator’s 
deceased daughter were adopted by their 
aunt, the sister of testator’s deceased 
daughter. Testator’s son, for whose bene- 
fit the trust had been created, died in 
1947, leaving no descendants and the 
trust created for him then terminated. 
Thereupon, the three children of testa- 
tor’s deceased daughter claimed two 
shares as testator’s “then heirs at law 
under the laws of Missouri” — one share 
as natural heirs of the testator and one 
share as adoptive heirs. In a suit for con- 
struction of the will, the trial court so 
held. 


HELD: Reversed. The three grand- 
children were entitled to but one share 
of the trust estate created for testator’s 
son and did not take an additional share 
as heirs of testator by adoption. This was 
a case of first impression in Missouri, 
and no case which could be said to be an 
authority on the facts was cited to the 
Court. The grandchildren were legally 
heirs at law of their grandfather, in their 
adoptive as well as their natural status. 
However, in determining the rights of an 


adopted child to take under a will, the 
question is not one of right to inherit but 
is simply one of the testator’s intention. 
In this will it was apparent that the 
testator intended equality among his own 
children, and among their children per 
stirpes. 


CONFLICT OF Laws — Fiduciary 
May Not Refuse to Distribute Un- 
til Foreign Law Complied With 


New York—Surrogate’s Court, New York Co. 


Matter of Tahtabourounian, N.Y.L.J., July 3, 
1950. 


The ancillary administrator of the 
estate of a decedent who died domiciled 
in France refused to make distribution 
to the next of kin unless they produced 
an order of the French court authorizing 
them to take possession of such assets. 
Under French fiscal laws, distribution 
of foreign assets of a French domiciliary 
may not be made or may such assets be 
received by the persons entitled thereto 
unless such an order is obtained. 


HELD: The ancillary administrator is 
not entitled to require such an order 
making distribution. The purpose of the 
French requirement is to insure payment 
of taxes to the French Government. The 
New York courts will not condition dis- 
tribution on compliance with such regula- 
tions nor attempt to compel compliance 
with the fiscal laws of such country. 


DISTRIBUTION — Decision to Pay 
Beneficiary Principal Survives Her 
Death 


New York—Surrogate’s Court, Kings County 
Matter of Knox, N.Y.L.J., July 7, 1950. 


Testator created a trust for his widow 
during her life and gave his trustees dis- 
cretion to invade principal for her com- 
fort and welfare. Just prior to the 
widow’s death the trustees agreed to 
reimburse her for certain medical ex- 
penses incurred by her. The trustees 
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issued a check dated after her death but 
subsequently stopped payment thereon. 
The widow’s executrix filed a claim 
against the estate for the amount of such 
medical expenses. 

HELD: The claim is allowed since the 
trustees had exercised the discretion 
given to them in the will to reimburse 
the widow for such expenses. 


DISTRIBUTION — Legacies Abate De- 
spite Direction to Pay “Out of First 
Moneys in My Estate” 


Iowa—Supreme Court 
In re Van Wechtel’s Estate, 41 N.W. (2d) 694. 


Testator’s estate insufficient to 
pay all legacies in full. His will pro- 
vided by Item 9, “Out of the first moneys 
in my estate” I give $10,000 to my sister, 
Winifred, and $10,000 to my brother, 
John; Item 10 bequeathed further leg- 
acies totaling $27,500 to certain employ- 
ees; Item 11 stated, “Out of the remain- 
ing cash funds on hand I give” $5,000 
each to three religious charities; Item 12 
gives $2,000 to one Wagonaar “out of the 
maining cash;” Item 14 leaves the res- 
idue of the estate “if any” in trust to the 
executors. 


was 


HELD: The legacies abate pro rata; 
the directions as to the manner of pay- 
ment relate to the time of payment and 
not to preference in payment. The fact 
that Winifred and John were close rela- 
tives will not of itself alter the rule that 
such directions will ordinarily be held to 
relate only to time or priority of payment 
and not to priority of right. 


PERPETUITIES — Bequest to Class not 
Violative of Rule Against Perpetui- 
ties 

Nebraska—Supreme Court 
Tiehen v. Hebenstreit, 42 N.W. (2d) 802. 


Will created trust to pay $1200 a year 
to son, until he received one-third of 
estate of testatrix; and if he died before 
complete distribution was made, the an- 
nual payments should continue to his chil- 
dren, or the survivor of them; and if 
all the children should die before com- 
plete distribution was made, the balance, 
if any, should be paid to a designated 
church. In a suit to quiet title in fee 
by the son, it was contended the gift over 
to the church would violate the rule 
against perpetuities, especially as other 
children might be born to the son. The 
case was dismissed. 

HELD: The word “children” as used 
here is a bequest or devise to a class. 
Since a will speaks from the date of the 
testator’s death, the number of the class 
will, in the absence of anything in the 
will showing a contrary intention, be de- 
termined upon the death of the testator, 
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and refers to the children of the son 
living at the death of testatrix. ‘The 
fact that a limitation is in favor of a 
class causes no invalidity under the rule 
against perpetuities, when under the lan- 
guage and circumstances of such limita- 
tion, the ability of the class to increase 
in membership is absent and the ability 
of the class to decrease in membership is 
certain to end within the maximum pe- 
riod. 4 Restatement, Property, Sec. 388.” 


PowERS —- Appointment — Techni- 
cal Words Unnecessary for Crea- 
tion 
Tennessee—Court of Appeals (Middle Section) 

Beasley v. Beasley, 230 S.W. (2d) 425. 


Rufus Beasley devised lands to his 
wife for her life or until remarriage, then 
to his three sons in specified tracts for 
their lives. The clause in dispute, re- 
ferring to the sons, provided: “Though 
this clause shall not prevent them or 
either of them from selling or willing 
his share in said land to any one or more 
of my children, but not to any other per- 
son.” 

One of the sons died in 1949, and by 
his will he left his tract to a brother, 
stating that he did so by virtue of the 
authority given him by the will of his 
father. In a contest of the will, complain- 
ants insisted that each of the sons had 
a life estate in his tract, and no more; 
they contended that no valid power of 
appointment was created by the will of 
Rufus Beasley, since no clear, plain and 
unambiguous expression of an intent to 
create a power appeared. The trial court 
dismissed the complaint and held that a 
valid power had been created. 

HELD: Affirmed. The will of Rufus 
Beasley was effective to create a life 
estate with a special power of appoint- 
ment. No technical words are required in 
order to create a power. If the intention 
to create a power is plain, it should be 
given effect even though the word 
“power” is not used. When a limited 
power of disposition is conferred on the 
life tenant by a will, clearly a disposition 
by him within the limitations prescribed 
is valid and will confer a good title upon 
the appointee. 


Powers — Limitations — Potential 
Self-Dealing by Trustees Not 
Ground for Restraining Action 


Pennsylvania—Supreme Court 
Flagg Estate, 365 Pa. 82. 


Testator incorporated the family 
plumbing supply business in 1922 and 
was the largest holder of the preferred 
and common stock. The preferred stock 
was callable at any time. He died in 1934. 
His will gave half of his preferred stock 
to his son and a trust company in trust 
for his daughter and the balance of the 
preferred and all of the common stock 
to his son at the time of her death. The 
son and an officer of the trust company 


Aucust 1950 


were on the Board of Directors of the 
company. The company called some of the 
preferred stock in 1945 to which no ob- 
jection was made, but in November, 1946 
and October, 1947, two more calls were 
made, which reduced the trust’s holdings 
to about 65% of the original amount. 
The daughter objected to the last two 
calls, charging the trustees with self- 
dealing. The lower court restrained the 
trustees from surrendering the called 
shares on the ground that the conflict of 
interest pro facto disqualified the trus- 
tees from acting. 


HELD. Reversed. The conflict was cre- 
ated by the testator who had the power 
to do so, and the conflict became a fact 
or condition in the administration and 
devolution of his property to be observed 
by his executors and trustees. This ad- 
ministration is subject to the scrutiny of 
the courts. The testamentary provisions 
must be given effect notwithstanding the 
existence of the self dealing rule. It is 
not the abstract conflict but the admin- 
istration that is decisive, and administra- 
tion is subject to the control of the court. 
In this case there is no evidence of any 
wrongdoing in the administration of the 
trust. 


REVOCATION — Power to Revoke 
Cannot be Exercised by Will — 
Revocable Trust Held Valid Not- 
withstanding Control of Invest- 
ments Reserved to Donor 


Massachusetts—-Supreme Judicial Court 

Leahy v. Old Colony Trust Co., 1950 A.S. 733; 

June 1, 1950. 

In 1922 Jenn‘e Luhrs, of Switzerland, 
set up a trust here with herself and the 
bank as trustees. The terms were to pay 
the income to her and after her death pay 
various sums to different people and the 
residue to A. She reserved the right dur- 
ing her lifetime to amend or revoke the 
trust by an instrument signed by herself 
and also by A, if living. In the matter 
of investments the bank was authorized 
to act under the directions of the donor. 
Later she joined with A in making sev- 
eral amendments, cutting out some of 
the legacies, and giving herself the right 
to withdraw principal. 

The donor executed a will in Switzer- 
land just before she died and after the 
death of A, by which she attempted to 
revoke the trust and leave all her estate 
to a nephew. 

It was first argued that the trust was 
void as testamentary, on the ground that 
no interest passed to the beneficiaries be- 
fore the donor’s-death (and the trustee 
was merely her agent,) since she had the 
right to control it. 


HELD: The trust was valid, since the 
interests of the beneficiaries did vest be- 
fore her death, subject to be divested; 
and as to investments, the bank was 
authorized, not required, to act under 


her directions. It was not rendered im- 
potent. A reservation by the settlor of 
the power to control investments does 
not impair the validity of a trust. 


The power to revoke contained in the 
trust instrument was a power to revoke 
during her lifetime. A _ will remains 
ambulatory until the death of the testa- 
tor, and a power reserved by a donor to 
revoke the trust during his lifetime can- 
not be exercised by will. Hence the trust 
was not revoked. The testatrix had other 
property upon which the will could oper- 
ate, so it could not be argued that the 
will would have no effect unless it oper- 
ated to revoke the trust. 


REVOCATION — Trust Deed Contain- 
ing no Power of Revocation Can- 
not be Annulled Without Consent 
of Beneficiary 


New Jersey 


Thebaud v. Morristown Trust Co., 73 A. (2d) 
623. 


Each of three brothers, Edward, Paul 
and Louis, had a one-third interest in 
the principal of four trusts subject to a 
life estate in their mother. Each trust 
instrument provided for devolution of 
share of any remainderman dying with- 
out issue to surviving remaindermen. In 
1936 the mother sought to interest the 
children in execution of agreement pro- 
viding for different disposition of trusts 
upon her death. After several months 
of negotiation, deeds of trust were exe- 
cuted, two of which provided for payment 
of principal upon death of grantor and 
wife to the heirs at law of grantor’s 
father existing at grantor’s death. 
Neither of these two brothers made any 
reservation of a power of revocation in 
the trust deeds executed by them. 


Some years later, Edward sought to 
have the agreement declared revocable. 
He alleged that the omission of the power 
of revocation was the result of inadver- 
tence and mistake, that he never intended 
to execute an irrevocable trust deed and 
thought he was at liberty to change the 
agreement at any time. 


HELD: Power of revocation was de- 
liberately omitted and trust deed could 
not be annulled without consent of ben- 
eficiary. 

Record did not support Edward’s con- 
tentions. Court was satisfied that when 
he executed the trust deed, it expressed 
his intentions and conformed to his de- 
sires. 


SPENDTHRIFT TRUSTS — Property 
Exempt from Garnishment 


Washington—Supreme Court 
Milner v. Outcalt, 136 Wash. Dec. 668. 


The plaintiff brought suit upon two 
promissory notes given by the defendant 
Outcalt. One was secured by an assign- 
ment of Outcalt’s interest in two trusts. 
Service on Outcalt was had by publica- 
tion. The trustee was personally served 
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as co-defendant and as garnishee. The 
trustee answered the writ, stating that 
it had only $69.67 accrued income in its 
possession, which was gross income and 
held for payment of expenses of the 
trust, and pleaded that the trust was a 
spendthrift trust. The trial court found 
that the amount of $69.67 was not sub- 
ject to garnishment, but held the as- 
signment valid, providing Outcalt reach- 
ed the age of 35 on February 15, 1952, 
when the trust was to terminate and 
that plaintiff was entitled to a lien 
against the corpus of the trust extending 
to both notes. 


The court enjoined the trustee from 
transferring the corpus to Outcalt at 
the expiration of the trust. The trust 
contained a provision that no share or 
interest in either principal or income of 
the trust estate should be assignable or 
subject to anticipation in whole or in 
part by any beneficiary and that the 
trustee shall not recognize any assign- 
ment, pledge or other attempt at hypoth- 
ecation or anticipation of payment, but 
shall make payment to the designated 
beneficiaries only. 


HELD: Reversed. The restraint on 
alienation of the principal or income of 
the trust is valid. The attempted assign- 
ment of Outcalt’s interests in the trusts 
being invalid, plaintiff is in the position 
of a general creditor. There having been 
no personal service upon Outcalt, prop- 
erty of the defendant must be attached to 
provide a basis for jurisdiction. Only 
that part of the trust income which has 
accrued and is ready for distribution to 
the beneficiary is subject to seizure. 


The corpus of the trust cannot be 
reached to satisfy a judgment. Plaintiff 
cannot obtain a judgment in rem, as 
there is nothing upon which the court 
can base its jurisdiction. Service of the 
writ of garnishment on a trustee of an 
active trust is of itself an interference, 
within the meaning of Remington’s Re- 
vised Statutes of Washington, Sec. 637, 
exempting trust property from interfer- 
ence or seizure where the trust has been 
created by, or the fund so held in trust 
has proceeded from, a person other than 
the judgment debtor. 


SPOUSE’S RIGHTS — Husband Elect- 
ing Against Will Must Take Share 
Under Wills Act, Not Intestate Act 


Pennsylvania—Supreme Court 
Martin Estate, decided June 26, 1950. 


The surviving husband of testatrix 
elected to take against her will. Although 
the Wills Act of 1947 specifically pro- 
vides in Section 8 that upon election to 
take against the will the surviving spouse 
shall take one-half of the estate (when 
there is no issue) the husband claimed 
the first $10,000 of the estate plus one- 
half of the balance. This contention was 
based on the language of Sections 1 and 
2 of the Intestate Act of 1947 which 
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provides that the estate of a decedent not 
disposed of by will or otherwise shall 
descend to the surviving spouse as fol- 
lows: The first $10,000 in value and one- 
half of the balance of the estate if there 
is no issue. The lower court sustained 
this contention. 


HELD: Reversed. The husband is 
claiming by virtue of his election to take 
against the will, which is provided for 
by the Wills Act and not by the Intestate 
Act. The Wills Act clearly and specifical- 
ly deals with the disposition of all of 
the property of a decedent who dies 
wholly or partially testate, in the event 
that the surviving spouse elects to take 
against the will. This interpretation is 
in accord with the prior law and with 
the notes of the legislative committee 
which drafted the Acts. 


TAXATION — Estate & Inheritance —- 
Effect of Outstanding Option on 
Valuation of Stock of Family Cor- 
poration 


Washington—Supreme Court 
In re W. H. Cowles Estate, 136 Wash. Dec. 659. 


W. H. Cowles at the age of 78, in con- 
sideration of $10,000, signed an agree- 
ment giving his son an option to pur- 
chase shares of stock in three family 
owned corporations at stated prices, at 
any time during the three-month period 
commencing October 1, 1953, or at any 
time within twelve months after the 
death of W. H. Cowles. The stocks were 
not listed on the market. 


W. H. Cowles died in 1946. His son did 
not exercise the option within the twelve- 
month period subsequent to his father’s 
death. Providing he continues in his pres- 
ent position, he will presumably have 
another opportunity to do so in 1953. 
Two of the three appraisers appointed by 
the probate court were of the opinion 
that the option price controlled the valu- 
ation of the corporate stock. The ap- 
praiser nominated by the Inheritance 
Tax Division refused to approve the ap- 
praisal. The trial court ordered the exe- 
cutors to provide the appraisers with 
access to the books, records and all other 
pertinent information with respect to 
the three corporations, and specifically 
found that the option contract was not 
binding. 


HELD: Affirmed. There are two con- 
flicting rules with respect to whether the 
option price should establish the value 
of the optioned stock for inheritance tax 
purposes. Under the Pennsylvania rule, 
an option agreement does not create a 
limitation on the value binding the state, 
but it will be considered with other evi- 
dence. Under the federal rule adopted by 
some state courts, a legally binding op- 
tion to purchase at a fixed price limits 
the fair market value for tax purposes 
provided the price was fair at the time 
it was established and the decedent could 


not have disposed of the property at any 
time prior to his death. 

The court declined to make a choice 
between these two rules, saying that even 
if the federal rule were accepted as a 
general principle, it could not be applied 
in this case since the parties to the con- 
tract were not dealing at arm’s length. 
Intrafamily sales generally do not give 
a dependable measure of value. If the 
option price were held to be binding, it 
would be possible for an owner of stock 
wishing to bequeath it to the natural 
object of his bounty to achieve the same 
result by giving the latter an option to 
purchase the stock upon his death for a 
purely nominal sum, and he could in 
effect determine the amount of inher- 
itance tax to be paid. The better view is 
that the whole matter lies in the realm of 
fact, and is best ascertained upon all the 
evidence. 


TAXATION — Estate & Inheritance — 
Will Did Not Exonerate Benefici- 
ary of Insurance from Federal Es- 
tate Tax 


Ohio—Supreme Court 
In re Gatch’s Estate, 92 N.E. (2d) 404. 


In order to save an allowable discount, 
the executor of an Ohio decedent made 
early payment of the Ohio inheritance 
tax. Thereafter the Federal estate tax 
was determined and paid, and the execu- 
tor thereupon filed application for rede- 
termination of the inheritance tax and 
refund, claiming that on such redeter- 
mination the full amount of the Federal 
estate tax paid should be allowed as a 
debt of the estate. Included in the estate 
reported for Federal estate tax and on 
which the tax was paid by the estate was 
an amount of approximately $68,000 pro- 
ceeds of life insurance not payable to the 
estate. 

Testator’s will provided as follows: 
“T direct that all my just debts and fun- 
eral expenses be first paid out of my 
estate, and I further direct that all taxes, 
both state and federal, shall be a charge 
against the principal of my estate and 
shall be paid therefrom and shall not be 
charged against the interest of any dis- 
tributee.” 

In redetermining the inheritance tax 
the Probate Court held that the Federal 
estate tax was a deductible debt only 
with respect to that portion not attribut- 
able to the life insurance, and ordered a 
refunder based on that conclusion. On ap- 
peal of the executor, the Court of Appeals 
affirmed the judgment of the Probate 
Court. 

HELD: Affirmed. Under Section 826 
(c), Title 26 U. S. Code, in the absence 
of a direction otherwise in the will, the 
executor has a right to recover from a 
life insurance beneficiary that portion of 
the Federal estate tax paid by reason of 
inclusion of the insurance proceeds in 


the gross estate. Here, the quoted pro-- 
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vision was not a direction “otherwise” in 
decedent’s will exonerating the bene- 
ficiaries of the proceeds of the life in- 
surance from payment of the Federal 
estate tax. Testator had in mind the 
estate of which he was disposing exclud- 
ing the life insurance proceeds which 
were not assets of the estate, and did not 
intend to benefit the policy beneficiaries 
at the expense of those named in his will. 


The beneficiary of a life insurance pol- 
icy is not a distributee under a will or 
of an intestate estate, and there was no 
direction in decedent’s will that any Fed- 
eral estate tax, due to the inclusion of 
proceeds of life insurance policies re- 
ceivable by a beneficiary other than the 
executor, should be paid out of the estate. 
The executor therefore was entitled to 
recover the tax so paid from such bene- 
ficiaries; and since the executor was en- 
titled to recover such tax, the amount of 
the tax could not be deducted as a debt 
of the estate in computing the net estate 
subject to the Ohio inheritance tax. 


TERMINATION — Premature Termin- 
ation of Trust Denied Although 
Stated Investment Yield No Long- 
er Available ‘ 


Indiana—Appellate Court 


Maley v. Citizens National Bank of Evansville, 
92 N.E. (2d) 727. 


settlor established a_ trust 
under the terms of which his wife was to 
receive the income for life for the sup- 
port of herself and their two children. 
Upon the death of the wife the children 
were to become owners of the trust prop- 
erty, which was to be held in trust until 
the youngest should arrive at 26 years of 
age. The original corpus of the trust con- 
sisted of $75,000 worth of Liberty Loan 
Bonds bearing 414% tax free interest. 


Deceased 


The wife and two children, who were 
23 and 22 years of age, filed suit to have 
the trust terminated and the assets dis- 
tributed to them. It was alleged the trust 
was established to provide a manner of 
life for the wife and children in proper 
surroundings and because of the in- 
creased costs of living and the inability of 
the trustee to invest the trust funds in 
4%2% tax free investments the trust was 
now impossible of performance. The wife 
and children were the sole beneficiaries 
of the trust. 


HELD: Even though all the beneficiar- 
ies reauest termination of a trust, a court 
of equity will not ordinarily compel ter- 
mination prior to the time fixed by the 
settlor. The settlor had reasons which 
appeared sufficient to him to withhold the 
trust property from his children until 
they arrived at a certain age. A court 
will not terminate such a trust unless it 
is necessary to prevent its entire failure 
or unless the whole design and object of 
the trust scheme has been accomplished. 
Neither reason appeared in the present 
case. The fact that the trustee can no 
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longer make investments bearing 444% 
tax free income does not make the trust 
impossible of performance according to 
the scheme and intent of the settlor. 


WILLS — Construction — Devise 
Over on Death Without Issue Re- 
fers to Death During Testator’s 
Lifetime 


Indiana—Appellate Court 
Pullen v. Pullen, 91 N.E. (2d) 856. 


Testator devised to each of his three 
sons a separate tract of real property, 
each devise to be subject to the conditions 
of Item V of the will, which read: “If 
any of my said sons as herinabove named 
shall die without leaving a child or de- 
seendants of a child surviving such son, 
then the portion herein devised to such 
child or children of such son shall there- 
upon be divided among my children sur- 
viving such deceased son, share and share 
alike, to be held by them in fee simple 
title.” 

Testator’s three sons survived him, one 
having no children. The sons. with chil- 
dren brought an action to construe the 
will, claiming that the words “without 
leaving a child or descendants of a child 
surviving such son,” referred to the death 
of a son, not during the lifetime of 
testator, but after his death. Thus each 
son had a limited fee which would go 
over to the surviving sons in the event 
a son should die in the future without 
leaving issue. 

An Indiana statute, Burns 7-709, pro- 
vides: “Whenever any estate . . . shall 
be devised to any descendant of the 
testator, and such devisee shall die during 
the lifetime of tue testator, leaving a de- 
scendant who shall survive such testator, 
such devise shall not lapse, but the prop- 
erty so devised shall vest in the surviving 
descendant of the devisee as if such de- 
visee had survived the testator and died 
intestate.” 


HELD: It was evident that the testator 
had the above statute in mind when he 
wrote Item V and meant to avoid a lapse 
in the event a son died during his life- 
time without leaving descendants. Thus 
Item V did not refer to a son dying 
after the testator, and each son therefore 
held the tract in fee simple absolute. 


WILLs — Construction — Legacy 
Payable on Termination of Prior 
Life Estate to Legatee Living at 
Testator’s Death Vests at Testa- 
tor’s Death 


New Jersey 
_ Cornwell v. Moore, 73 A. (2d) 352. 


Decedent left residue of her estate in 
trust for her sister for life. Upon sister’s 
death bequests of $100 each were to be 
made to brother, his wife and two chil- 
dren, and remainder was to be paid to 
her nephew. Nephew died in 1948; sister 
died in 1949. All other beneficiaries sur- 
vived sister. In view of fact that remain- 


derman predeceased life tenant, question 
arose as to whether remainder bequeath- 
ed to him was contingent or vested. 


HELD: Remainder vested in nephew 
upon testator’s death:and upon his death 
was payable to his estate. 


Rule that where there is not an express 
gift of a legacy distinct from the direc- 
tion for its payment, legacy does not 
vest until time for payment arrives, does 
not apply here. Where legacy is payable 
upon termination of a prior life estate, 
and legatee is a person living at testator’s 
death, the legacy vests at testator’s death. 


WILLs — Construction — Widow 
Given only Life Estate But As to 
Partial Intestacy on Her Death She 
Was Entitled to Full Statutory 
Share as Heir 


Massachusetts—Supreme Judicial Court 


Langlois v. Langlois, 1950 A.S. 773, June 5, 
1950. 


The will gave the entire estate to the 
widow “to have and to hold and use the 
same as she sees fit during her lifetime.” 
At her death there was a devise of the 
homestead, furniture, etc., to A, together 
with $10,000 cash. The widow was given 
a power to sell or mortgage. It was a 
home made will. 


HELD: The widow took only a life 
estate, not the fee, in spite of the pre- 
sumption against a partial intestacy. 
Likewise she had no power to use the 
principal. There being no_ residuary 
clause there was a partial intestacy as 
to all the estate except that given to A. 
As to the intestate property, there being 
nothing in the will to indicate that she 
should be barred from sharing in it, she 
was entitled to the share given her by 
law, namely, $10,000 and one-half the 
balance. 


WILLs —- Construction — Widow 
Takes Fee Subject to Defeasance 
on Remarriage 


Kentucky——Court of Appeal: 
Cuddy v. McIntyre, 312 Ky. 607, 229 S.W. 


(2d) 315. 
The holographic will of the testator 
contained the provision that, 


“*%* T will deed to her all my property *** and 
ever thing I have got in this world over To 
have and to hold as long as She remains the 
wife of me James S. Cuddy Nanie Cuddy has 
right to Sell and convey aney part of this prop- 
erty to support her self that she sees need to 
as I do not want any my brother and sisters to 
try to take it are any part of it from her.” 
The trial court held that the widow 
of the testator took the fee subject to 
defeasance only in the event she should 
remarry. The heirs prosecuted an appeal. 
HELD: Affirmed. The will is sus- 
ceptible of but one construction, viz., the 
fee simple title to all the property passed 
to the widow, subject to defeasance only 
in the event that she should remarry, but 
which event did not occur. The power 
to dispose of the property was not a lim- 
itation on the estate. It was merely a 
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declaration of the testator’s intention 
that, even should his widow remarry, she 
had the right to dispose of such property 
as she deemed necessary for her support 
previous to such marriage. 


WILLs —— Probate — Denied Where 
Clause Appointing Executor Fol- 
lowed Signatures of Testator and 
Witnesses 


New York—Appellate Division, First Dept. 
Matter of Winters, N.Y.L.J., July 5, 1950. 


The instrument submitted for probate 
was signed by the testator and witnesses 
above the final clause which appointed the 
executors. The Surropate denied probate 
for the reason that the instrument was 
not subscribed or signed at the end there- 
of as required by Sec. 21 (1, 4) D.E.L. 

HELD: Affirmed. The appointment of 
executors was a material and integral 
part of the will. The question arises 
whether the “end of the will’ means the 
physical termination of the instrument or 
that part which the testator intended to 
be the end. The former is the rule and 
it is not the intention of the testator but 
that of the Legislature which is material 
when construing a statute of this nature. 


Justice Shientag dissented on _ the 
ground that the appointment of the exe- 
cutors was not an integral part of the 
will. He pointed out that a will was valid 
without the appointment of an executor 
and that in this estate there were no 
unusual duties or powers entrusted to the 
executors. He further indicated that the 
strict application of the rule in See. 21 
D.E.L. did more harm in defeating testa- 
mentary intentions than it did good in 
preventing fraudulent changes. 


WILLS — Probate — Instrument 
Drawn by Layman in Violation of 
Statute Entitled to Probate 


Minneosta—Supreme Court 
In re Peterson’s Estate, 42 N.W. (2d) 59. 


A decedent several weeks prior to his 
death executed a will which at his re- 
quest had been drawn by a bank cashier 
who was a layman and who had never 
been admitted to the practice of law. 
The probate court allowed the instru- 
ment as the decedent’s will. The district 
court affirmed this order, finding specific- 
ally that at the time the will was drawn 
no emergency existed nor had the im- 
winence of death left insufficient time 
to have the will drawn and its execution 
supervised by a licensed attorney at law. 


Appellants are heirs at law for whom 
no provision was made in the will. The 
only issue raised is whether a will which 
is otherwise valid should be held invalid 
and of no legal effect because of the 
sole fact that it was drawn by a layman. 
The applicable Minnesota statute pro- 
vides that it shall be unlawful for any 
person “except members of the bar of 
Minnesota admitted and licensed to prac- 
tice as attorneys at law,... for or with- 
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out a fee or any consideration, to prepare, 
directly or through another, for another 
person, . any will or testamentary 
disposition or instrument of trust serving 
purposes similar to those of a will,... ;” 
that a layman may draw a will for an- 
other in an emergency wherein the im- 
minence of death leaves insufficient time 
to have it drawn and its execution super- 
vised by a licensed attorney; and that 
any person violating these provisions is 
guilty of a misdemeanor. 


HELD: Affirmed. The _ unlicensed 
draftsman was not a beneficiary under 
the will and was not seeking any benefit 
from his unlawful acts. A different sit- 
uation arises where such a person seeks 
to recover fees. Although the general rule 
is that a contract executed in violation 
of a statute which imposes a prohibition 
and a penalty for the doing of an act is 
void, this rule is not an arbitrary one. 

The statute here was directed not 
against any act of the testator or against 
the drafting or making of wills generally 
but solely against the act of the unli- 
censed draftsman whose unskilled serv- 
ices and irresponsible status could no 
longer be tolerated. This was protective 
legislation. The statute here emphasizes 
the enforcement of the penalty and does 





not expressly hold the will void. No penal- 
ty is imposed upon the testator. The in- 
ference here is that the legislature did 
not intend that drastic consequences of 
invalidity should be visited upon the vic- 
tim of the offender by mere implication. 
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Bar Relations Cordial 


A refreshing instance of harmonious 
among bar, and 
trust groups is found in a full page ad- 
vertisement in the May 27th issue of 
Commercial West, signed by the Public 
Service the Minnesota 
State Bar Association. Copy reads: 


relations insurance 


Committee of 


“Through the pages of Commercial West, 
the Minnesota State Bar Association 
wishes to extend fraternal greetings to the 
bankers and insurance men of the State 
of Minnesota. The lawyers of Minnesota 
with you in the 
American system. 


are glad to cooperate 
preservation of our 

“Each of these groups needs the other 
two and the lay public needs the services 
of all three. In addition to our common 
interest, as defense of 
Freedom, we share, as lawyers and_ in- 
surance men and bankers, the certainty 
that our professions would be among the 
first to be abolished if America 
ever to travel the road of Socialism. 


citizens, in the 


were 
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